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THE EFFECT OF OPEN PRICE ASSOOSIATION ACTIVITIES ON COMPETITION 
AND -RICES 


In the American Economic Review for June, 1917, there appeared 
an article entitled "Open Price Associations" in which the author, 
Professor H. R. Tosdal, discusses the historic and organic origin of 
these associations, their prevalence, structure, functions, legal 
status and probable effect on orices. In this article the puroose is 
to consider the more theaetical aspects of the open price movement, 
particularly 2s it pertains to the competitive price-making forces, 


For the oenefit of tnhoce who may have no acquaintance with open 
price associations and their functions, it may oe observed that they 
are in the nature of trade associations which olace special emphasis m 
‘putting at the disposal of members business information, chiefly of a 
statistical cnar-cter, calculated to give the membership an intimate 
acquaintance with competitive conditions as they exist among themselves 
and in the industry as a whole. The business facts most comzaonly ex- 
‘Changed are those relating to prices actually quoted or charged, terms 
of payment, manufacturing and selling costs, purchases, stocks on hand, 
volume of production, orders, shipments, inquiries, cids, contracts, 
cancelations, advertising and credits. In most cases secretaries 
elected by the memoership do the work of eeamb ile compiling and dis-— 
seminating this information. Meetings are held at frequent intervals 
to give members an opportunity to discuss all mstters of interest bear- 
ing on the vorobleins of their industry. Particular attention is likely 
to be given in these aeetiggs to such factors as affect the supply and 
demand situation, chief among these being the prices actually quoted 
or charged, amcunt of stocks on hand, volume of production and ship- 
ments, trend of orders and the like. In properly conducted open price 
organizations, each member acts independently of every other member in 
che determination of his price and pee sae policy. Of course he is 
influenced dy the written reports that he receives 2s well as oy the 
discussions that he hears in meetings, but these reocorts are carefully 
limited to statements of fact throwing light on actual conditions exist- 
ing in the industry and no attempt is sade either directly or indirect-. 
ly to get meubers to react to this information in such a way that uni- 
Form results in the matter of production and orice policy will ode 
brought about in the industry. In other words, memoers are left en- 
tirely free to place any interpretation they please upon information 
received. 


This, at lsast, is the construction place d upon the olan by its 
founder, Mr. Arthur J. Eddy, who vegan organizing open vrice associa- 
tions on this principle es early as 1911, particularly in the iron 
wid steel, textile and lumber industries. For several years prior to 
vis death he had been making a study of the law as it pertained to the 
rarious forms of industrial combination. Especially had he taken note 
‘=f Mr. Gary's experience in attemptine to stabilize the iron and steel 
ndustry oy ouilding up among competitors a spirit of cooperation 
snrough the instrumentslity of the so-called Gary Dinners. He was 
tulck to see the benefits of this cooperation vrovided it could oe 
-irected in such a :ay as to result in no violation of anti-trust laws. 
‘n Studying tais aspect of the situstion he conceived the idea that 
here could be nothing illegal in permitting competitors to exchange 
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information dealing with closed transactions. His observation of the 
workings of the Gary Dinner system convinced him that understandings 
in violation of law inevitably followed upon the heels of discussions 
devoted to 2 consideration of future prices, production policy and the 
like, but that exchange of information dealing only with p2zst trans- 
actions could never be construed as being in the nature of under- 


standings in contravention of law. 


To date, at least, the oovenprice associations that have been or- 
ganized and overated under the direction of Mr. Eddy or his successor 
in the practice of l2w, Mr. Mathews, seem to have weathered the 
searching glances aimed at them by the law enforcement branches of the 
federal government and the various state governments. But the un- 
savory character of the :ctivities of certain so-called "open price 
associations" disclosed by the Lockwood Committee in its investigation 
of the building trades in New York City, together with the unfavorable 
decision handed down by the United States Supreme Court in the case 
of the American Hardwood Manufacturers! Association, has had the ef- 
fect of throwing the entire open orice movement into disrepute-—at 
lea‘t as far as the general public is concerned. Without attempting 
to pass upon the legal merits of open price activity, it may ve said 
without fear of contradiction that legal opinion on the supject is 
practically at one in the belief that no principle of law and no final 
judicial decision condemns the formation and maintenance of an asso- 
ciation of independent business competitors, each of whom remains free 
in the conduct of his business, where the vurpose is to assenble, 
compile and disseminate information of common interest. When, however, 
information of this character is used to bring about agreements or 
understandings in restraint of trade, no matter how indirect the means 
of bringing them about may be, the activity so engaged in will un- 
doubtedly all under tha ban of the law. It seems clear that in the 
recent so-called "Hardwood case," involving the American Hardwood 
Manufacturers! Association, the Supreme Court did not lay an embargo 
on members of a trade association assembling, compiling, and dissemin- 
ating price and trade data amongthemselves. If the activities of this 
association had not gone beyond this point, it is thought that their 
open orice vlan would not have been condemned by the court. But the 
dissemination of data was accompanied by suggestion, advice and opinions 
on the part of the manager of stasistics, calculated, as the court 
saw it, to bring 2bout harmony of action in price and production 
policy. The court, then, objected to the manner in which the members 
of the American Hardwood Manufactuters! Association interpreted and 
administered their particuler so-called "Open Competition Plan," the 
decision being thet mambers intended to use the olan to restrict pro- 
duction, enhance prices, and unre*sonably restrain free competition in 
interst:te commerce. As previously intimated there is nothing to 
indicate that open price awtivity is necessarily in and of itself il- 
legal. It seems clear that the court will alwsys consider the merits 
of each cese as it comes up for consideration and the nature of the 
decision will doubtless hinge on whether or not is deemed that the ex- 
change of information has been used as an instrumentality for achiev- 
ing restraint of trade. 


T he character of true open price work as defined and promulgated 
by its founder, Mr. Eddy, having been explained, the ground is cleared 
for & consideration of the place occuvied by the open price movement 
in our economic life. On the assumption that free competition in trade 
is the condition of trade most conducive to public welfare, is the 
open price movement likely to assist in giving proper play to competi- 
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tive forces in industry or is it likely to prove an impediment? 


In his book entitled New Gompetition, Mr. Eddy, the founder of 

the open vrice plan, advances the thesis that truly competitive con- 
ditions can exist only when comoetitors are in possession of all facts 
having a bearing on the competitive situation, including such wsatters, 
for instance, #s accurate knowledge of the volume and character of 

production, stocks, ordew, the nature and trend of costs, prices and 
the like. His contention is that the possession of adequate knowledge 
of all facts bearing upon the competitive situation is the very essence 
of competition. Competition, conducted as it is today in most indus- 
tries by relatively ignorant coxpetitors, is, according to Mr. Hddy, 
properly sovcaking not competition at all. Ignorance aiong competitors 
is largely responsible fot eha nimosity, fierceness, brutality, ruth- 
lessness, destructiveness and wastcfulness characteristic of industrial 
enterprise as it is conducted today, he adds. 


Mr. Eddy's statement that "the essence of competition lics in 
the element of knowledge" and that "it is real, true and beneficial in 
proportion to its openness and frankness, its freedom from secrecy" 
is not new doctrine in economic literature, although to the thinking 
of the writer its true portent has not been adequately emphasized in 
speech or writing. Economists have long taken cognizance of the fact 
that innumerable elements of friction are ever present under ictual 
competitive conditions to prevent the law of supply and de.uiand from 
working itself out as it would if they were not present. Ignorance 
has heéen recognized as one of the deterrents to an approach to a con- 
dition of free competition. In fact economists, in formulating the 
law of supply and demam (which, of course, lies at the basis of com~- 
mercial competition) have made the explicit reserv:tion that the law 
only holds if it is aSsumed that all interested vartics are intelligent 
enough to know their own interest and are able and ready to act thereon. 
Obviously they will not be alive to their interests if they are not 
acquainted with all the conditions affecting the supply of and the de- 
mand for the »varticular commodity in which intorest is centcrod. 


Mr. Eddy docs not make clear why he thinks that knowlcdge is the 
very essence of competition. The statement is undoubtcdly very signi- 
ficant when proper interorotation is out uoon it. Its importance (as 
the writer sees it) lies in the fact that a knowledge on tne cart of 
sellers and buyers of their own interest, implying as it does, a know- 
ledge of all conditions that have bearing on the supply of and the 
demand for, a given commodity, together with tne ability and willing- 
ness to act intclligently thereon, will result, according to the law 
Of supply and demand, in similar exchanges taking olace on similar 
terms; or to state it in terms of vrice, it will result in the naming 
of an equilibrium price "for the samo unit of the srmo cuality of the 
same commodity in the same market." This etability of market condi- 
tions which finds expression in 2 single price will onsue only under 
the conditions named. It is attaina dle only in theory. But such sta- 
bility can presumaoly be approximated by putting forth systemetic ef- 
forts looking torard the eradication of sources of friction. Undoubt- 
edly one of the most serious sources of friction is due to sellcrs 
and buyers lacking adequate knowledge--thit is, knowledze so systematize: 
28 to make clear just what business volicies the competitive situ2tion 
demands. 


The nearest aoproximetion in actual life to a stability of con- 
ditions such as is attainable theoreticnlly seems to h-ve been xchieved 
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in the case of those commodities which nnve their morket made on the 
exchanges. The reason undoubtedly is tht the machinery of these 
exchanges, be they stock, bond, whest, coffee, cotton or any other 
kind of exchanges, cuts at the disposal of buyers and sellers an un- 
usual amount of systematized information having a berring oncompeti- 
tive conditions. The higgling between buyers and sellers, msed as it 
is on @ general knowledge of substentinlly all facts that have a bear- 
ing on competitive conditions, results in »rices being hamed which vary 
very little from each other for given units of a given commodity of 

@ given quality on a given exchange at a given moment of time. One 
only hes to note the seneral confusion among buyers and sellex, 
manifesting itself in wide "spreads" of prices, that occurs ixfconse- 
quence of a temporary cessation of this exchange machinery, to know 
the importance of putting buyers and sellers in a position where they 
can know substantially all the facts of competition as well «s act 
thereon. The open price vlan is designed to accomplish for manufac- 
turers what the exchanges achieve for their members. 


It is a matter of common observation that there is considerable 
variation in the price prevailing for comuodities infthose ceases where 
their market is not made on an organized exchange. This seems to be 
particularly true of menufactured comuodities. It is a fair assumption 
that the "spread" in prices apparent in many if not most lines of manu- 
fachured commodities is to 2 considerable degree the result of buyers 
and sellers possessing an inadequate knowledge of market conditions. 
Unquestionably there are many conditions which tend to make si.iilar 
commoditics sell at different prices even though buyers and :cllers 
are thoroughly acquainted with all essential facts pertaining to mar- 
ket conditions. This is undeniable, but doubtless the "spre-d" in 
prices will be less (whereby a closer approximxtion to idesl condi- 
tions of competition is achieved) when buyers and sellers are well in- 
formed than when they are not. 


The open price mévement has developed in res onse to the desire 
of business men to vrovide themselves with machinery for ascertaining 
the character of tne forces of competition active in their respective 
fields of industry. Mr. Eddy asserts that his open price plan will 
tend to bring about a condition of true competition in the industries 
adopting it. What are the merits of this contention? Theoretically, 
at least, it would seem essential that any system devised for the 
purpose of securing more inteliigence in comvetition should oe suffi- 
ciently comprehensive to take in buyers as well 7s sellers. The ideal 
kimi of competition contemplates a situation wherein all oarti:s are 
intelligent enough respecting the character of competitive forces to be 
able to act in their own interests. However, if one grouo of vargainers 
is in possession of the salient facts of competition, but the other is 
not, it is safe to assume that the one will have an undue advantage 
over the other. In other words true competition will not prevail. 

Both the plan of organization of open orice associations and Mr. 

Eddy's own statements point to the conclusion that open >srice.work is 
intended to oenefit the seller (particulsrly the manufacturer) »rimari- 
ly. He states that "true competition exists only where there are two 
or more competitors competing under condition that enable each to know 
and fairly judge what the others -re doing." The term "competitors" 
nay be applied to buyers who are in competition with each other in the 
ourchase of goods, but looking at the statement in its context it 
oscomes clear that Mr. Eddy uses the term in its commonly accepted 
meaning denoting sellers in competition with each other for the custom 
of the buyer. The vlan itself is devised entirely from the point of 
view of the seller. In fact one of the »orincipal inducements for try- 
ing out the vlan, as Mr. Eddy st2tes, is to orevent buyers froma «ais- 
representing prices tnat are being cufrently quoted. He also suggests 
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that the plan will put buyer and seller more neerly "on a footing of 
equality." An outliw of the steps that should ce taken by the manufac— 
turer in organizing an open orice association is Siven. The ouyer has 
no oart to play in the organization. Buyers, to oe sure, are tO oe 
permitted to attend meetings, out nothing is said about permitting 
them to have a vart in the revortin: sysvem. The suggestion is made 
that purchasers might organize their own reoortingsystem, but there 

is no intimation of how this could be accomplished. Obviously the 
trade statistics that they could obtain for themselves would de very 
limited in scope. They could couipare orices paid for ourchases, but 
they could not obtain statistics pcortaining to such vital matters as 
amount and character of production, size, character and location of 
stocks of goods, etc. Those statistics could be obtained only with 
the cooveration of voroducers themselves. As a group, buyers, them- 
selves, seem distrustful of the plan. The secretary of the National 
Association of Purchssing Agents writes as follows: 


I am reasonably confident that there are no associations of 
purchasing agents engaging in any way in open price work. On the whole 
the viewpoint of purchasing agents is opposed to such association 
activitics. The real function of the oven 2rice association, as we 
see it, is to permit producers to charge for treir comuoditiss not on 
tne basis of their production costs or real cowpetition values, but on 
a basis of all that the market will stand. Netur-lly, ourchasing 
agents cannot be expected to sympathize with this viewpoint. 


It is plain that the machinery of the open orice plan doés not 
put all the facts of competition oefore both buyer and seller in the 
impartial way in which it is done, for examole, on the various commodi- 
ty exchanges. As long as all vartics concerned are not in possession 
of all facts relating to the competitive m>rkct, exchanges cannot be 
made on the terms contemplated by the law of supply and demand. lir. 
Eddy's plan, then, failing 2s it docs to provide a system whereby both 
ouyers and sellers may be put in possession of all necessary inf orma- 
tion to make them intelligent bargniners, cannot oc regarded as a com- 
plete solution to the problem of securing full and free competition 
in the transcction of business. Although the vlan does not give promicze 
of achieving wnat Mr. Eddy presented it would do, his -chievement is 
noteworthy in that through the puolicity he gave his theory and his 
olan, business men are coming to rerlize the imoortance and the orac- 
ticaoility of devising mechixry calculsted to put them in vosscssion 
of statistics needful to a proper regulation of »srice and vroduction 
policy. 


There is much speculation °-s to just what effect the operation 
of open price associntions is likely to have on prices. What the actual 
effect has been it is impossible to soy. The open price movemont is 
but in its infancy; the fund of data based upon observation and exper- 
ience is therefore ;ikely to be inconclusive. The data are also dif- 
ficult of access. In making 2 study of this kind it is thought that 
the aethod cf spprosch should be, first, to compare prices obtsined 
by menbers of oven orice sssociations with those received by competi- 
tors wno are not members; second, to compare the prices received by 
the various memoers themselves. The object in the first c'se would 
oe to determine if all members are getting the same orice as non-mem- 
bers, or nigher or lower »orices, and in the second case to determine 
if veriodic fluctuations in memoers! prices are more pronounced or less 
so than those of non-memoors, thus showing to what extent, if at all, 
prices tend to become uniform. The commodities involved would have 
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to be of identical kind. The investigation should cover a veriod of 
years. It should also be established that the non-members whose 
prices are used have had no access to the information pooled by mem- 
bers. Information besring on prices received yaembers could most 
conveniently be obtained from the compiled revorts of sales issued at 
periodic intervals to the me.ioership by the central office of the asso- 
ciation under study. To get accurate price data pertaining to out- 
side competitors it would seem necess ry to go to the records of the 
non-members themselves. No doubt it would be very difficult to obtain 
adequate data from a sufficient number of coimpctitors to make tnese 
data representetive. Probebly few non-members could oe found who 

have preserved records of sales for several years. 


The court record in the case of U. S. vs. American Column and 
Lumber Co. involving the legality of the open price sctivitics of 
the American Hardwood Manufacturers! Association, has thus far offered 
the only considerable contribution of price data available for study. 
In this ca:e the defendants introduced several charts indicating 
prices received during the year 1919 for different kinds of hardwood 
by competitors who were not members of this association. In addition 
they introduced copies of all sales reports compiled and disseminated 
by the manager of statistics during this year. This was done in order 
that comparisons might be wade between prices charged by members and 
those charged oy non-members, the contention of the defendants being 
thet such comparison would reveal thst members were neither maintaining 
fixed/prices nor obtaining prices any higher thanthose received by out- 
side competitors. In studying these da.a and other salegdata furnished 
him oy this association, the writer found difficulty in extracting price 
data from reports of members! sales which were comparable to the data 
contained in charts showings orices received by non-membsrs. Tne reason 
for this difficulty was that kinds, grades and thicknesses of lumber 
did not correspond. Only in the care of one outside competitor was it 
found possible to make a direct compsrison of prices received by him 
with an average of the prices recoived by ue 
members. The com arison disclosed that the average prices received 
by members of the associzstion for the year 1919 were no higher than 
those received by tais particular non-member. A comparison of the 
average weekly orices received by three leading members of the associa- 
tion. for the period from July 26 to December 287 of the year 1919 re- 
vealed that prices received by each of these manufacturers varied wide- 
ly from time to time. The inference deducible from these comparisons 
would seem to be that open: pice work in the case of this oarticular 
association did not enable members to exact higher prices as a group 
than outside comvetitors were able to exact, nor did their 2ctivities 
result in price uniformity. In truth the datz are too meagre to be 
conclusive on tanese points. In justice to the association, it should 
be added, however, that several purchasers of hardwood lumber signed 
affidavits to the effect that the prices paid by them to different 
members were neither uniform nor were they any higher than those 
paid to non-members. 


In this connection it must be pointed out, however, that the 
price data taken from the association revoorts of sales cannot properly 
be used as a basis for determining the effect of open price activity 
on prices, because only to a very small extent did members use the 
sales reports issued in 1919 es a guide to the trend of the market, 
for by the time they wers received from the manager of statistics (a 
week or two subsequent to the time when the sales listed were made) 
current market prices had advanced so far ahead of those listed on 
sales reports, markct prices had advanced so far ahead of those listed 
on sales reports, that the latter, if thcy had been taken as a guide, 
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would in a great many instances have resulted insales at prices oelow 
the current rate. 4 


It is significant that the small manufacturers apparently derived 
benefit from even these tardy sales revorts. As previously stzted, 
the prices listed on the sales reports were below the dest market 
prices thon prevai:.ing, yet they were higher, apoarently, than the ones 
these small manufacturers had been accustomed to receive prior to their 
entry into the association. Of the numerous letters reccived by the 
manager of stetistics in commendation of the onen orice plan, all of 
those which oointed to the fact thet the plan had enabled meabers to 
set higher prices were from small manufacturers. An anprecedented 
demand, accompanied by a shorteze of supply, resulted in such a rapid 
advance in prices th t the s-les reporting system proved unequal to 
the task of keepin: members properly apprized of the latest price 
developments. Obviously, then, the study made by the writer reveals 
nothing of importance respecting the influence exerted by the open 
. price system on prices except inso far %s the group of small manu- 
facturers is concerned. 


In the aosence of adequate data one is tempted to indulge in 
speculation es to the vrobable effect of oven price activity on prices. 
It has been argued above that a knowledge on the part of buyers and 
sellers of their own interest, implying a knowledge of all conditions 
thst might have a bearing on the supply of and the demand for a given 
unit of com:odity, together with the ability and willingness to act 
intelligently thereon, would result in similar exchanges taking vlace 
on similar terms. Jevons expresses the same thought when he says that 
"in the same market, at any one moment there cannot be two vrices for 
the same kind of article." The concept here conveyed is undoubtedly 
at the basis (consciously or unconsciously) of the arguments of those 
who contend that open price work enhances competition and stabilizes 
prices. 


If all the factors in operation in the case of open vrice activi- 
ty are identical with those which exoress themselves through the opera- 
tion of the law of supply and demand, it seemareasonable to conclude 
that open orice work would lead to exchanges taking place on siimilar 
terms, with uniform rates emerging as a matter of course. To be sure 
it is conceivaole that price uniformity can emerge through association 
work, despite differences in the factors at work, but it is not thought 
that such uniformity will ensue as a result of sellers acting inde- 
pendently of each other in their capacity of bargainers, bub rather 
that it will come as a result, not necessarily of direet agreement, but 
of the power of suggestion, perhaps, conveyed to members by precept 
or example emanating from leaders in the industry. It is possible to 
conceive of orice uniformity being achieved even without premeditation, 
if members form the habit, for instance, of guiding their price policy 
by that of one or two of the mtstanding leaders in the industry. In 
fact the consummation of such a result may be facilitated by the every 
ignorance of buyers. Laeking the power that comes with knowledge 
they are likely to look upon the competitive situation which corfronts 
them as being unchangeable, and may accept such rrices as are quoted 
them out of a spirit of hélplessness born of the feeling that they 
powerless to do otherwise, 


It has been argued » bove that the seller, thrmgh his men 
in an open price association, enjoys an advantage over the 
consequence of his superior knowledge of market conditions 
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period. But the necessity of meeting heavy overhead expmses may 
force the unfortunate producer to continue operations on the old scale, 
Assuming that these reports should point to a probable future glut 

in the market, the normal tendency wovld be for ecch member to put 

the brakes on production, and obwersely, if they should point to a 
probable future scarcity, prodw tion would te accelerated. In either 
case prices would tend to run on a more even keel in consequence of 
this regulation of production. But obviously no such result will fol- 
low unlesg¢ members are free ‘to react in the mamer indicated. Failure 
to utilize information for me reason or anotier is therefore another 
factor opérating to prevent open price work from influencing the course 
Of prices. 


There is reason to believe that because of the serious obstacles 
pperating to prevent the spread of open rriceactivity, particularly in 
the larger industries where compe titors are likely to be numerous, 
open price associations do not find themselves in positions of control 
iene respective industries, The lumber industry, perhaps, offors 
the most conspicuous cxample of the attempt to secure cooperation among 
a large body of competitors under an open price plan, Even in the 
most successful association of the many in the lumbor industry doing 
open price work, the Amcrican Hardwood Manufacturers! Association, 
it was found well-nigh impossible to sccure sufficicnt cooperation 
among competitors to make the plan reasonably successful. Early in 
the. year 1919, after an existence of about two ycars as a consolid:tim 
of two associations that had existed for several years previous, the 
membership had nearly reached the four hundred max. This membership 
controlled but twenty-eight per cent of the total hardwood production 
of the industry. There were some 12,000 to 15,000 independent hard- 
wood sawmills altogether. Jt is apparent that such statistics of ‘a 
stocks, prodiction, etc., as were reported by members would not give 
totals which could be considered representative of the hardwood indus- 
try except in a very crude, inaccurate way. Of course, statistics 
are not available to show what percentage of production is under the 
domination of open price associations in the other imdiustries where 
they prevail, but it is believed that their history in the larger 
industries, at any rate, is not unlike that obtaining in the lumber 
industry. The cooperation required is of a most intimate and unprece- 
dented kind. Even the most intelligent business men find it difficult 
to grasp the spirit of cooperation which obliges them to lay bare 
before competitors statistics intimately related to their own busi- 
nesses, Distrustful and suspicious of the motives of competitors 
as many of them are, they are not’easily indiced to take membership 
in associations of this character, he expense of membership may de- 
ter sane from joining. Others may be deterred by a fear of arousing 
the hostility of custaners who may view their open price activities 
with suspicion, Still others demur because they fenr government prose- 
cution or because they believe the opsn price system to be an unlawful 
price-fixing scheme, 


If the sphere of control is limited by inadequate membership, 
the influence cxerted on price movements would scem to be of little 
effect, In additim to the power exerted over prices by those who 
are nob association members there is also tle presence of indirect and 
potential compe titim to contend with. By reason of the dmger of com- 
petition from substitutes and new capital, prices are likely to be con-= 
fined to narrower limits of variation than would otherwise be the case. 
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If the sphere of control is insufficimt to permit the educating 
influence of the association to be felt by competitors in whom are 
represented 2 substantial proportion of the total productive capacity 
of the industry, it appears more than probable that the-competitors 
outside the sphere of this influence will be as instrumental in 
determining the price situation asassociation members~--or even more 
so, perhaps. Competitors outside the ranks of membership are presum- 
ably less wéll informed aboat conditions affecting the market than 
arc members. As a class their lnovledge of the costs of doing business 
is presumably loss thorough. Lacking information bearing on che char- 
acter of the competitive situation, and being relatively ignorant of 
costs, it is »robable that in their anxiety to make sales they will 
permit themselves to quote lower prices than they would if they were 
acquainted with all the facts, The disposition of many buyers to take 
advantage of the ignorance of sellers, inducing them thro ugh misrepre- 
sentation to quote lower prices than competitive conditions warrant, 
gives added weight to this prediction. snowledge brings power. Lack 
ing knowledge, it becomes almost a certainty that competitors outside 
the ranks of membership in an open price association will obtain lover 
prices than those inside, If low-price competitors are present in an 
industry in sufficient numbers they are likely to exert the determin-~ 
ing influence in the establishment of market rates, for customers will 
generally give their custom to those who make the best prices, assum- 
ing that all other conditions entering into tls situation are equal. 
The fact that all other conditions are not on a par of equality probabl 
accounts in some degree for the fact that prices which are recognized 
as being typical of the market are somewhat higher than those secured 
by the lowest-price competitors. For one thing, the lowest-price com- 
petitors may lack the necessary productive capacity to handle a large 
volume of orders; then too, their product may not be up to standard, 
or they may be unreliable in some other way. Of course the low-price 
competitors who sell below their cost of productim through ignorance 
of costs will not in the long run survive; but it is not improbable 
that in many industries a new crop of producers equally 2s ignorant of 
costs and market conditions appear in their stead, thus tending to 
continue the depressive influence on prices that makes campetition so 
difficult for mombers of theassmiation in the industry or for other 

ell-informed comdctitors who have a due regard for their costs and 
market conditions. These low prices expose members to the danger of 
losing some of their custom. If the productive capacity reprosentecd 
by these outside comptitors is sufficimtly great, membcors may be com- 
pelled to place their rates in line with theirs in order to insure for 
themselves tho share of business to which they have been accustomed. 


Many instances will be found whore individual members have suc- 
eceded in getting bettorprices as a result of participation in open 
price work. That docs nd mean, however, that the association (assum- 
ing that it dous not have a controlling influence in the industry) 
has succccded in raising priccos in the industry as a whole, nor is it 
probable that in the instances where members have been able to sccure 
better pricus, these prices have bocn any highvsr than the ones cur- 
rent among outsido competitors. 


Summing un the points that have beon made regarding the probable 
effect of opon price work on nrices we have the following: 


1. Although theoretically members of opon price associations can 
take advantage of their superior knowledge of market conditions to 


~ 


ge gaepoep i 
5) eT S ieeguaiady jor pee iy pene es Pg 
ak cans ema: ae eee. LLéw patentee: grees} “a0 at's 

enon tore ) Somer odatom Hob: soon sa toltadte oo big 
ROT STs Ca a echen TO: exe eit eh Legare. Beod ftogmod 


¥ » : » 7 4 ae « 
igh eu ash en's “ ht ta 18 meneererey yee i diate Ber reobert Liew 
ho eho (one Le gh het eee { ae Ragle i Bak oe 


Ae wid tebe & 
WTBOS OS. 1 Bod OO BOT ae 6 terse | .dgurotosds east 
10. Pretogcst view e LON mitt ri Ba 2 ae aaunte ov id is< egeroo 
Ria med kee toe Cee (tes man Ube cht pee dees aks cdoat: 8, 
Beoknq tewol atouo of eovie 
BOs ake emt -yedost ent Eia- is ie 
wtb: nt ,etefles ‘to somsero. ednk als 70. 
in et sachet aoc lua tevad ue . 
WOM. a hod arly Rew eis ag Sst & i 
feinéves & deewnle comoed of 9 
1 Se RE kee atedmen > Bae 
of TE Vebrent BReds Ma bs 
} erodinge trelck¥ive am 
Nell dete ® eis gi Sot ae 
oo modeve ybedd evigt 
mao bt cored son a 
(thao o pe Be con 
oe 
tal wom ran + Teaiuee 
Ones ocr} eadiq~ Fay ay 
ron Zgaogem Oe soar 
is Fa “ae rents ee TOOT: 
mf Ob dad Lettre oe: 
todd wolei: [Lee ont 
oo ar Ee sol bows ae 


fas let a 
eon ke 1 se por. pens - “f re 2 ay k “ a “ae i ob. ont 
. Te te: F 5 Sue fo Bi s o oo bao ie pli pd * ot 


. ano bieaen: 
tonite oe be fay ahaats 
si TR wea ccorhoed sy we a ei OF 2 By rakes ho a *, orte 


SbEVEbaE os ce’ eae DL om filw eceiaaae 
sey. Te aie 2 ee Boas eon todd oct: Feb 
{t dats ptowurod prot my eocb: dad? g 
peek Os b oon ult. git fortxos. & owed tom 08 

SE - Bf OK god ate a ge Yt aint ods me eogieg ‘go telom s ny 
MVBOS GI CLCh. foot Ovid Br omiom om uel: eoodategk Gee 
O00 BONS Ue MOAT Me oe len fe as ‘et oy on BOOELG: oe oy 
; ea ie C elaaks ont | 


OR 


¥ 


WN) “4 es ih 
OLS idet. oF: pot bia t oboe trod ed garth edobec: on ee . 
eae caciwdhZoy, che .g iste Ww eo ll Saal Febatoh eoaabies 


zat acoldkeoeas oofea mae 36 
(ed exoltibae 9. eel act hie, mpbaivect | 


—219— 


exact higher prices from the buyer than would tk possible if the latter 
were equslly well informed or open price work were non-existent, yet 

in practice it is thought that in most industries of the larger type, 
at least, buyers suffer no such disadvantage, for the reasms, first, 
that the effectiveness of open price associations is compromised by de- 
fections in the open price system itself and by slackness in its manner 
of use by members; second, that the sphere of influence of open price 
educational activity is probably in most cases too limited to gvercome 
the influence exerted on prices by (1) outside competitors, (2° poten- 
tial competition from substitutes or new capital. . 


2. Although open price work probably has not operated to raise — 
the general run of market prices extant in the industry as a whole, in 
certain individual instances better prices have been secured, these 
inuring in tl main to the smaller producers, who, prior to their en- 
try into open rice work, are seldom able to exact prices recognized 
to be the current market rates, bt find themselves more able to do so 
in consequence of the better acquaintance with market conditions de- 
rived from membership in the open price plan. 


3, Rates arc not likely to attain any degree of uniformity (ex- 
cept in so far as the higher prices secured by lov-price competitors 
through partidpation in open price work contribute toward such uni- 
formity) unless members exercise a controlling influence over the 
industry, in which case uniformity may be attained, not through froer 
competition ensuing from a competitive situation in which both buyers 
and sellers are conscious of all influences affecting demand and sup- 
ply and are therefore awake to their interests, as is held in contem- 
plation by the law of supply and demand, but through the very ignorance 
of buyers, resulting in dwile acceptance of a rate made more or less 
uniform, if not by direct agreement among members, rerchance by the 
power of suggestion, emanating from leaders in the form of precept or 
example. ; 


The weakness of open price activity from tle point of view of the 
welfare of consuming interests is attributable to the fact that buyers 
are not equally fortified with sellers in the competitive struggle; 
they lack access to the chamnels of businessinformation enjoyed by 
their opponents. In practice the peril would nct seem to be great 
unless an open price association enjoys a controlling influence in 
the industry with which it is identified. It is under such 4 circum- 
stance that attempts to enhance prices directly, or indirectly through 
curtailment of production, carry tre best prospects for successful ac- 
complishment. Success or failure in enhancing prices probably would 
then hinge mainly upon the effectiveness of the restraining influence 
exerted by potential and indirect competition. It is cmceivable that 
a considerable margin of increased profit might be obtained, if not 
permanently, at least for extended poriods of time, before new capt al 
would be attracted into the industry or a resort made to the use of 
substitutcs, These enhanced prices might cnsue solely as the result ¢& 
ths advantage enjoyed by members over buyers in the way of superior 
knowledge of markot cmditions, no rosort to collusion being made. 
However the temptation to pool knowledge ins uch a way 28 to accomplin 
price enhancement by means of collusion would be cxccecdingly strong, 
as is admitted by the staunchest dcfenders of tle open price plan, the 
inducement being especially great by reasm of the fact that membors 
would be aware of their controlling influence in the industry. Col- 
lusion might be achicved in a manner so subtle as to defy all detectin 
by officers of the law, 
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It may be assumed that the end and aim of all open price ass@ ia~ 
tions ig to achicve control over as large a percentage of the industry 
in which intcrost is centered as coditions will permit, if for no 
other reason than that adequate forecasting of business cmditions 
hinges on the possibility of accumulating data from a sufficient num- 
ber of competitors to be representative of the industry as a whole. 
If this is the logical end of the open price movement, what may pe sax 
respecting the proper destiny of open price work? One consideration 
seems paramount: irrespective of whether it is or is not found feasible 
to permit associations of business men to engase in open price work, 
the wawk itself must not te abandoned. The information side of busi- 
ness is rapidly becoming an exact science, The trend of the times is 
in the direction of greater insistence upon the accumulation of precise 
and accurate business information of a statistical character. <A mer 
statement that business is good or business is dull will not for lmg 
be accepted as sufficient criteric- of the trend of business conditi- 
ons. Manufacturers as a class will not be long in insisting on having 
at their finger tips actval figures for their industry, showing, for 
instance, the increase or decrease in production from a known stanard; 
the increase or decrease in unfilled orders, and the increase or de- 
crease in ra materials and finished product on hand--all this in or- 
der that they may have an index to the volume of trade. Among other 
things manufacturers are coming to leam that in order to avoid to the 
ereatest practicable extent the periodic disturbances to prodec tion 
that come from unrestrained overexpansion, now recognized to be largely 
due to a general lack of bread insight into *usiness conditions, they 
must possess themselves of information of this statistical character, 


It behooves government officials to comé to a full red ization of 
ene Tact that it is a mistaken public policy, and is also utterly °° «:*% 
futile, for them to attempt the task of forcing business men to com- 
pete in ignorance and secrecy. Our hope for improving competitive 
conditions lies, not inforcing business men to iY 
conduct their businesses like moles, but in giving them all the en- 
lightenment possible as to the factors that influence the competi- 
tive situation, The open price movement has no doubt sprung into ex- 
istence in r-sponse to the growing desire of business men to govern 
their business operations intelligently in the 1i8ht of existing 
business conditions. They have tried to do for themselves what 
the government docs in a small way for, the farmers, At great 
expense to itself, the government issues crop reports to the farmers 
for the express purpose of enabling them to market their products 
more intelligently. Since it is clear that an approach to more 
wholesome competitive conditions must came through the wider dis- 
seminatim of morc cxact knowledge of the factors influencing business 
conditions, it scems ill advised to force associations whose efforts 
are dedicated to these purposes to cease their activity on the 
ground that prices happen to be increased thereby - unloss the govorn- 
mont is propared toassume the responsibility for seeing that open 
price work of equally efficient charactcr is carried on by some less 
objectionable agency, cither private or public. To put a ban upon 
open price activities without offcring something in their stcad would 
tend to discouraszo a valuable incentive directcd toward the achicvc- 
ment of greater cfficiency in bargaining, The greater the develor- 
ment of efficicncy in bargaining, the nearer is the approach of actual 
competitive conditions to ideal coms titive conditions, 
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If future observation end experience point to the conclusion 
thet members of open price associations are securing too liberal re- 
turms on their investment in business education, at the cxpense of the 
ignorance of buyers, the proper solution would seomto lic, not 
necessarily in prohibiting thom from engaging in open price ~ctivity, 
but in widening the sphere of open price influence so tmt not only 
members of open price associations may reccive the benefit of it, 
but also 411 others who have a dircet interest in the competitive 
situation, With all bargaincrs cqually well cqiiped 
withsciontific business information, no group of men associatod 
forthe purpose of disseminating information of this character 
among its membership would be in a position of daninance in any in- 
dustry, for they no Jonger would possess a monopoly of such informa- 
tion, If tho necessary machinery could be constructed for putting both 
buyers and sclicrs in every industry in possession of all informatim 
necessary to make them intclligent bargainers, one of the most scrious 
causes of friction of the many that now prevent actual competitive 
conditions from & proaching ideal competitive conditions would tond 
to be eliminatcd, Whether the function of collecting, compiling and 
disseminating business statistics should be left in the hands of 
associations of business men in cach of the industrics, without, 
hw cver, confining membership to onc bargaining group as is now the 
case in the mmufacturing ficld, but extending it to include the 
group of buyers, or whether this function should be turned over to 
the governmént to administer, is a quest ion that will not be dis- 
cussed hore, The porploxing and complex character of the igsucs 
here involved are such as to call for independent treatment. 


Milton Ne Nolson 


University of Illinois 
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THE GARY DINNER SYSTEM: AN EXPERIMENT IN COCPERATIVE PRICE STABILIZA- 
TION 
Maurice H. Robinson, University of Illinois. 


While the crisis of 1907 first manifested itself in Wall Street 
circles, it became evident at once that unless effective measures 
were taken to prevent its spread the demoralization in the security 
aarkets would extend to the various industries, and especially to the 
iron and steel business, the barometer of trade and commerce. Im- 
uediately after the first shock of the panic had passed, the officers 
and directors of the United States Steel Corporation were importuned 
to exert their influence in stabilizing prices, even to use the funds 
of the company to assist a certain firm that found itself too neavily 
loaded with unsaleable securities. Passing over the purchase of the 
Tennessee Coal and Iron Co..pany, we way center our attention upon the 
efforts undertaken by Mr. Gary, chairman of the board of directors of 
the Steel Corporation, to prevent a general demoralization of prices 
in tne iron and steel industry and to devise means by which this end 
might be achieved. While a stickler for legal methods, wr. Gary was 
a thorough believer in cooperating with his competitors as well as 
with his customers.. It is not strange, therefore, that wnen con- 
fronted with the dangers of a runaway steel market, at a time when 
the various iron and steel associations nad been virtually abandoned, 
Mr. Gary should have invited the leading representatives of the in- 
dustry to a dinner to consider the situation and take such measures 
as might be deemed necessary and proper to prevent the injurious ef- 
fects that normally result from a demoralized warket. 


The first of the so-called Gary dinners was held in New York on 
November 20, 1907. At this meeting fifty-one guests were present, 
representing approximately 90 ver cent of the iron and steel trade 
of the country. The object of this meeting was, in the words of its 
founder, "to prevent the demoralization of business, to maintain as 
far as practicable the stability of business and to prevent, if I 
could, not by agreement, but by exhortation, the wide and sudden 
fluctuations of prices which would be injurious to everyone interest- 
ed.in the business of the iron and steel manufacturers." 


After Mr. Gary's address "depicting conditions" and "proposing 
cooperation," the guests expressed their opinion individually in re- 
gard to the market; whether or not prices were fair and reasonable; 
and generally in regard to the financial outlook; especially as to 
wnether or not and to what extent the condition of the money market, 
of finance, trade, and industry, was likely to affect the demand for 
the oroducts of the iron and steel industry. 


Whether deliberately so planned or not, the Gary dinner system, 
as it actually developed, proceeded along two lines quite distinct 
from each other in method, although having a common purpose--that of 
Poe or stabilizing prices in the face of a badly demoralized 
market. 


The general meetings, the dinners, the luncheons, sBtc., which 
were followed by an address by Mr. Gary and a round-table discussion 
by the leading spirits in the industry, were designed to bring the 
men into "friendly contact," to dispel that feeling of suspicion 
and distrust by which the industry was formerly characterized in 
order "to prevent destructive warfare--bitter, fierce, tricky, de- 
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structive warfare," and thus to insure "fair and decent" treatmant 
of their comoetitors by all of the companies engaged in the manufac- 
ture of deel and iron. Confidence, cooperation, and common decency 
were to teke the vlace of distrust, destructive competition, and the 
old-time trickery of the trade. By tnese acens stable prices could 
be maintained, the "law of tne survival of the fittest" could be 
rendered inoperative, and the element of uncertainty, “the prime 
factor in causing disorganization," could be removed. 


But the leaders of the steel industry were far too experienced 
in the ways of the business world to rest their case on exhortations, 
appeals to sentiuent, end the friendly interchange of views. Coopera 
tion, although founded upon ‘nutual confidence and fostered by ex- 
hortations and sentimental appeals, is, nevertheless, dependent upon 
an effective organization; and, in recognition of this principle, 

Mr. Gary and his guests, after the discussion regarding conditions 
and prices, finally voted to appoint a genersl committee of five, 
with power to add to their number from time to time, and, as it 
apoeared later, clothed with authority to select a series of sub- 
committees to represent the important branches of the iron and 
steel industry. 


Within approximately a month the sub-comuittees were announced 
in the trade papers, and immediately thereafter began their work. 
While the general committee was intended to reoresent the general 
interests of the iron and steel industry, the sub-comuittees were 
designed to carry the general polities formulated at the first 
Geary dinner into operation. Originally eight sub-comnittees were 
appointed, representing the following specific lines of products: 
ore and pig iron, rails, and billets, structural saterials, plates, 
steel bars, pipes and tubular goods, sheets and plates, wire pro- 
ducts. As the situation developed, the personnel of the several 
committees was slightly changed and an entirely new comnittee 
added, reoresenting billets and steel bars. 


Tne sub-committees as finally constituted thus not only repre- 
sented the important products of the industry but, what is of 
greater significance in this connection, were, considered indiv- 
idually, the virtusl successors of the so-called statistical associa- 
tions, end through them of the pools and combinations of the veriod 
beginning, generally speaking, in the early nineties and ending 
with the withdrawal of the subsidiaries of the Steel Corporation 
from the various associetions late in 1904. There was, however, 
one important difference tnat should not be overlooked. Never 
before had there existed any central association or general 
committee representing the entire industry. The Gary dinner system 
thus not only resuscitated the vartially decadent association, but 
infused new life and vigor into their activities by furnishing new 
ideals of cooperative action and a central organ to coordinate the 
work and stimulate the several sub-comsaittees whenever the occasion 
demanded. 


Tne sub-comaittees met at irregular intervals, determined partly 
by the conditions in the branch of the industry which eacno repre- 
sented and vartly by the zeal of the individual chairmen. Some of 
the comnittees met as often as once a month; cthers seem to have 
met only three or four times each year. So.uetimes the .icetings 
were varticipated in by the members of the comnittee only, at other 
timesa considerable delegation from companies not represented on 
the comaittee would be present and take part in the discussions. 

At all of the committee meetings the procedure was fairly uniform 
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in character. The chairman, generally a representative of one of 
the larger companies and always a participant in the Gary dinners, 
would lead the discussion, calling attention to the general condi- 
tion of the market, to the proceedings at the latest Gary dinner, 
if one had been held in the interim, and to the activity in the 
industry as represented by the various mills. At more general 
discussions, each person present would usually give full informa- 
tion in regard to the orders'on his books and the prices he had 
been receiving. All of this discussion was preliminary to the 
main object of the meeting, namely, an "understanding" on the 
prices for the immediate future. Generally the larger coipanics, 
for example the Illinois, the Carnegie, the American Sheet and 

Tin Plate Cowpany, would make a first announcement as to future 
orices and exoress the hope that the othcrs would adopt the same 
general policy. Sometimes an understanding would be reacned with 
alacrity; more often it would appear, from the testimony of parti- 
cipants, that differences of opinion would arise, some holding 
out for the maintenance of prices wita a falling market or for 

a greater increase or a deeper cut than the majority taought wise. 
Notwithstanding such differcnces of opinion, the comuittees seem 
always to have continued the session until an understanding was 
reached acceptable for the time to the sajority. Imusediately after 
the adjournment of the committee meetings an announcement of the 
action taken would be made and, generally speaking, such announce- 
ment would aspear in tne trade journals. 


The understandings, thus reached after the facts in regard to 
business conditions and to the business of each of the compzrnies 
in the different lines had been ascertained and distributed so 
that each company could keep thoroughly informed as to wnat the 
others were doing, although not agree.ents in the ordinary sense in 
which that word is used, were generally considered to be morally 
binding upon all parties to them. The oral obligation, however, 
was assumed subject to conditions. First, any party to the under- 
standing was expected to give due notice to all the other parties 
before departing from the schedule of prices waicn had been adopted 
at the previous meeting. This was regarded as a matter of "common 
business decency," and anyone failing to observe this condition 
was likely to be called to account at the next meeting. Second, 
the understanding, being based upon the market conditions, was 
subject to revision whenver those conditions changed. While the 
understanding was subject to abrogation by sending notice to all 
the competitors, it seems to have been regarded as essential to 
the harmonious working of the system to call for 4. meeting of the 
committee end discuss the situation with a view of reaching 3a new 
understanding in "the light of the changed conditions." As a matter 
of fact, the schedule of prices established as a result of the 
various co:mmittee meetings appears to have been generally followed 
for the veriod immediately following the announcement. In the 
case of every commodity except rails, the understanding was dis- 
regarded sooner or later, and wnen the cutting of prices became 
of sufficient dimensions to merit attention a meeting of the com- 
mittee was called, the situation reviewed, a new understanding 
reached, and a new schedule of prices announced. The frequency of 
meetings in the vatous lines was thus an indication of the relative 
difficulty experienced in maintaining prices. 
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At such meetings the procedure voricd. Sometines tne indi- 
viduel who vas accused of disregarding the schedule would be openly 
charged with violation of the understanding. In some cases the 
accused would edmit the charge and attemot to justify ais action 
by stating thet he had been forcesd to do so on account of reneated 
price-cutting by some of his competitors. Then an investigation 
would follow and a readjustment on the basis of the findings would 
be reached. More often the accused would reply that a mistake had ' 
been made, someti.es in a freight rate, souetimes in the terms 
and conditions, sometimes in tie orice. The offender would then 
state that such mistakes would be vrevented in tne future, and 
the seeting .ould then reaffirm prices and adjourn. So.ietimes 
the accusation would be general in its nature. Prices were being 
cut in such and such a district. Representatives fro. the districts 
where the cutting was orevalent would tien ‘ive their views on tne 
situation and, after discussion, the meeting would arrive at a 
decision, either to maintain prices or to reduce tue to a point 
where the incentive to cut would be less strong. In either case a 


The Gary system of cooperation, including dinners and comaittee 
meetings, continued in active operation without any break until 
February 18, 1909. During that oeriod prices of the sore important 
comuerci>1 oroducts of the iron and steel industry, including billets 
beams, plates, bars, sheets, wire, wire nails and rails, were main- 
tained on a level substantially equivalent to that whicn pre- 
vailed during the year 1905 and the first three-quarters of the year 
130". 


From November 20, 1907, to May 31, 1908, prices of the several 
commodities wentioned above were held at the high level established 
during the boom market of November and Dece.ber, 1906. The Iron 
Trade Review, in the issue of December 138, 1907, calls attention to 
this remarkable phenomenon--"an utter absence of price competition 
at a time when the amount of new business offered is but a small 
portion of the previous normal, and when the actual production is 
less than one-half the rate of two months ago." It further states 
that "the trade accepts as one of the important causes of this 
situation the fact that there was a meeting of billet voroducers 
in Pittsburg, October 30, and a dinner in the Waldorf-Astoria, New 
York, on November 20, those who attended being guests of Chairman 
Gayy of the United States Steel Corporation." During this same 
period the price of pig iron, which the comnittee on ore and pig 
iron seems to have been unable vs unwilling to control, sagged 
gradually from the new high level reached early in 1907 to a low 
level aporoximately the same as tnat of 1905. The "spread" between 
the raw materials and the finished products was thus continually 
increasing, even in the face of a warket badly in need of stimula- 
tion. Under the leadershiv of the new steel kings, the policy 
adopted and consistently followed by the Carnegie Company in the 
period following the panic of 1853 had been abandoned, if not for- 
gotten. Referring to the question of reducing prices in order to 
obtain sufficient tonnage "to keep our mills running at full speed," 
Mr. Carnegie wrote to the directors as follows: "In former depres-— 
sions we announced our policy, viz., take all the orders going and 
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run full. .. even with rails it may be our best policy to eet 
low prices and run full. . . structural steel, probably one-half 
of all the steel wade at tolerable orices, would he better than a 
large amount at lower prices, and it would be a pity to disturb an 
agreement that has worked so satisfactorily. [In olates and all 
other things except these, I can see nothing for it but the old 
policy, take the orders." "My opinion is tuat whatever temporary 
advantages wight accrue from percentages which would restrict our 
running, our property will be worth far wore years hence oy decid- 
ing that come what may we sa21l run full as long as tnere are orders 
in the market. You know we can run full and nave a margin of profit. 


Even before the Gary dinners, the steel makers, either by con- 
certed action or as a result of the "growing appreciation of the 
fact that the old methods of warfare, working reckless cutting of 
orices, benefited no one, whether »vroducer, consumer, or workman," 
adopted a policy of restricting output and maintaining prices. Two 
reasons were given for this action: first, the fear of a runaway 
market should the policy of price cutting be permitted even as a 
temporary expedient; and second, the comiendable desire to protect 
customers who had large stocks of goods on hand purchased under the 
regime of aigh prices which prevailed during the ten months immed- 
iately preceding the panic of 1907. At first there seems to have 
been no opposition to the volicy adopted by the leaders. As soon 
as the surplus stocks in the hands of dealers had been reduced to 
normal proportions, an agitation was begun having for its object 
the stimulation of the demand by a reduction of orices. As early 
as January 20, 1908, Mr. Bope of the Carnegie Company expressed 
his doubts as to "whether it is the nroper policy for the corpora- 
tion to force the issue against all economic conditions." A week 
later he advised the directors that it might be possible to wjaintain 
prices and obtain business sufficient to utilize 40 to 50 per cent 
of the capacity. At the sae neeting it was stated that the Carnegie 
Company was then "booking" about 30 per cent of the amount vooked 
in the corresponding period of 1907. By April 30 price competition, 
especially in bars, was reported to be "knocking everything in the 
head." Early in May Mr. Bope undertook a personal investigation 
of the situation, attending the .icetings of the local sales managers 
of the company throughout the country for the purpose of determin- 
ing whether the surplus stocks in the hands of the jobbers had been 
sold and whether the time was not ripe for a reduction of oriceés. 

On his return he reported as follows: "I found the unanimous re- 
port was there are no stocks, neither of raw nor finisned material, 
in the hands of tre consumer or joboers today, or indeed in our own 
warehouses. They are just about as bare as tney can be. Tne people 
would like to replenish tneir stocks, but are not satisfied as to 
the Tuture of prices. .,. The general feeling reported poy the 
Salesmen who come in contact with the trade is that the object of 
wtintaining vrices having been accomplished, tnere should now be 
some reduction in steel products. . . Everything else has come down 
practically. . . The agricultural peope are anxious to get busy 
again. . ». but cannot afford to pay our prices. .. they do not ask 
for a heavy reduction. .. they want a reasonable cut. .. with 
assurances that they (prices) would not go below this voint, claim- 
ing that this would create a feeling of confidence, whica appears 
to be lacking at the present time." 


It is evident from an examination of the evidence poresented 
by the Government and by the Steel Corporation in the case of the 
United States v. the United States Steel Corporation, that the men 
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having charge of thé s@i:e or the steel products were unanimously 
in favor of a reduction of orices, while those connected with the 
finances of the several steel companies engaged in tne cooperative 
Jsovement were as unanimous in favor of vrice .aintenance. Mr. 
Bope oresented the case for a reduction of vrices "very forcibly" 
tae following week, and while the arguments were admitted to be 
reasonable the committee, for other reasons which seemed "good and 
sufficient" to themselves, decided to continue the policy of price 
maintenance. 


Notwithstanding the unanimous opinion of the orincipal manu- 
facturers of steel that prices should be maintained, price cutting 
became more and more prevalent, and the re-rollers were steadily 
inoreasing their business at the expense of the regular manufacturers 
It soon became evident that the cooperating wanufacturers were 
unable to control the situation without a revision of the price 
scnedule and, therefore, a meeting of the comuittees was arranged 
for early in June. As a result of this weeting, the prices of the 
principal steel products excenvt rails were reduced frou the level 
establisned late in 1906 to one substantially equivalent to what 
which prevailed during the latter part of 1905 and wost of the year 
1906. The reduction thus finally decided upon had the effect of 
limiting the field of the re-rollers, discouraging price cutting, 
and stimulating the demand. During the remainder of the year 1908, 
and even into January, 1909, the cooperative wovement was generally 
Supported by the sanufacturers and prices were faitly well wjiaintained. 
But early in February signs of a complete disruotion of the Gary 
System began to apoear, and on February 17 the finance committee 
and others appointed a special sub-committee on trade conditions, and 
as a result of the report of the sub-committee the Steel Corpora- 
tion decided to withdraw from the cooperative sovement inaugurated 
through its chief executive officer in 1907, and on February 19, 
at a general meeting of the leading steel manufacturers held under 
the auspices of the American Iron and Steel Institute, declared for 
an open market. Imuediately following the declaration of February 
19, prices were reduced generally from $2 to $4, and in certain cases 
$6 per ton and, although the "open market" was regarded with sus- 
picion for a time, the orders began to come in and by the end of 
March the open market policy had completely vindicated itself by 
Stimulating general business without at the same time demoralizing 
the iron and steel trade. With the declaration of the open market, 
the Gary system, properly speaking, came to an end. 

— 

As a result of the gener Kiuction of prices following the 
declaration of the open market>~the industry soon assumed a normal 
condition, and by September 1, 1909, the Carnegie Oompany had booked 
orders for pig iron in excess of its productive capacity and early 
in that month began to advance prices of all kinds of finished 
oroducts except rails. Before the open market was declared voy the 
Steel Corporation, the competitors of that company were cooking a 
much larger share of the total tonnage thanwas possible under a 
competitive price schedule. Immediately after the cooperative 
“ovement was abrogated, the United States Steel Corporation began 
to regain its former position in the industry and within one ionth 
tnereafter it was said to be setting a pace 2 little too fast for 
the other mills. By October 1 prices of the various commodities 
nad been advanced to a level approximately the srme as that wain- 
tained by the statistical association of 1906, and all the manu- 
facturers, the United States Steel Corporation as well as the inde- 
oendents, were apparently ready for a resumption of the cooperative 
movement. As Mr. Gary, the chief executive officer of the Steel 
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Corporation, had taken the initiative in 1907 in proposing the 
policy of cooperation and again in 1909 in the declaration of the 
open market, it was evident to all parties taat tne call for a 
general seeting of the steel manufacturers would be received with 
better grace if it were cloaked under a summons less odvious than an 
invitation to another Gary dinner. As usual, the steel iuakers were 
equal to the emergency. It was proposed to present a loving cup 
to Mr. Gary in nonor of his work as a veaceiwaker in the industry 
and thus open the way for a new era of harmony and cooperation. The 
event was arranged for October 15, 1909, and at tne complimentary 
dinner the addresses, with the exceotion of those imnediately connect 
ed with the presentation of the loving cuo and the resvonses, were 
entirely occupied with restoring the orinciples of the cooperative 
movement and following such restoration a return to the ietaods and 
measures of the Gary dinner syster. 


The keynote of the evening was sounded by Mr. Willis H, King, 
vice-president of Jones & Laughlin, in an address on the suodject, 
"The Old Order Giveth Place to the New." The old order was "an 
almost unbroken record of disappointment and disaster, of long 
credits and bad debts, of unreasonably high or umreasonadly low 
orices, of destructive competition, of sales below costs, of bank- 
ruptcy for the many, of cowoetence for the few. The new order was 
one of reasonable competition, of friendship in business, of high 
Standards of nonor, of stable vrices, and of general prosperity 
in the whole industry." Mr. Drummond of the Agone Steel Company of 
Canada, speaking on "Basic Principles," credited Mr. Gary with hav- 
ing transformed the steel industry by dispelling the feeling of 
distrust that formerly pervaded it and establishing the new basic 
principle of "trust and good faith in one another." Mr. Schwab 
in making the vresentation speech, emphasized the same idea by 
calling attention to the fact that while men had been honored for 
Scientific attainaents or for operative ability, tais was the 
first time that the heads of all the leading concerns in the United 
States and Canada had assembled to do honor to a man who had merely 
introduced a new principle into the industry. 


Mr. Gary, after acknowledging in appropriate language his appre- 
ciation of the honor thus given him, turned at once to the central 
tneme of the evening, viz., the elimination of destructive compe- 
tition and the substitution therefor of fair and friendlv coopera- 
tion.. In former days, he stated, while there was no actual breach 
of the law, while there was no recourse to force and violence, 
Still the methods employed generally in the iron and steel trade 
were caluvclated to enforce the law of the survival of the fittest. 
Such a course, he asserted, was not for the best interests of all 
concerned, including the manufacturer, his workmen, nis customers, 
and the general public. The panic of 1907 demonstrated tne truth 
of this. On that occasion a financial giant arose and, turning his 
face toward the storm, witn nis keen perceotion olercing the clouds 
and discerning the sun of orosperity on the other side, invited 
nis friends to join him in oroviding financial assistance to the 
weak and afflicted banks, at the same time he gave words of hope 
and cheer to the communities at large. This action on the part of 
Mr. Morgan was the result of his feeling of friendship for his ac- 
quaintances, his neighbors, his countrymen, and humanity in general. 
Inspired by his example, Mr. Gary continued, "you adopted a siwilar 
policy, you came together in the most friendly spirit, high winded, 
honest, frank and fair toward éach other, and with a kind feeling 
for all who might be concerned in our action. You literally placed 
upon our table all evidence relating to your affairs, your methods, 
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your interests, your conduct, and your intentions. . . Never before 
in the history of the country did such a large odoay of nen, with 
resoonsibilities so great, treat one another on a basis so generous, 
fair and high-toned." "For your action under suca trying circun- 
stances," he assured them, "you have been com.ended by leading 
bankers and financiers, and especially by your customers. Tne orin- 
ciples then applied so successfully must be extended. If tney are 
good for us, they are equally good for our euoloyees and the public. 
You nave taken an advanced position, and you will not recede from 
WG 


The event was adly vlanned and skillfully executed. + was 
followed by a gencral advance in prices, a resumotion of conf erences 
between representatives of the leading steel manufacturers, and a 
cessation of the complaints in regerd to price cutting, unfair com- 
oetition, and the like. But as in the case of the Gary dinner system. 
the steel makers were far too shrewd and experienced to depend 
wholly uson appeals to sentiment, or incitations to a new code of 
business nonor. The Gary dinner system had been established, inspire 
and directed by one wan; now a permanent organization of the entire 
industry must be effected. ; 


On September 11, 1908, Mr. Gary was the guest of honor at a com- 
plimentary dinner given by tue governors of the Iron and Steel 
Institute of Great Britain. On tnat occasion, wnile preaching as 
usual the doctrines of cooperation, Mr. Gary closely observed the 
structure and operation of the organization through which the steel 
makers of Great Britain were associated. Soon after his return to 
America, the Awerican Iron and Steel Institute was projected and 
early in 1902 it was fully organized and began its work. Ur. Gary 
was elected the first president, and Mr. J. T. McCleary was somewhat 
later appointed as secretary in charge of the general activities 
of the association. 


The Institute was created to furnish a common meeting place 
for those responsible for the manageuwent of tae various steel mills; 
a place wiere all kinds of questions bearing u.0n their business 
affairs wight be freely and fully discussed; where ethnical ques— 
tions were to be considered as i.iportant as economic or scientific 
ones; where "the rights and duties of each member, so far as his 
conduct relating to this particular department of industry is con- 
cerned and within the limits of propriety, should always be matters 
for the deliberation of the whole membership of the Institute." 
During the latter oart of 1509 and the early part of 1910 the 
Institute was in »rocess of organization. It was intended to aold 
the first public or formal meeting in May, 1910, but the meeting 
was postvoned to October of that year in order to secure the 
attendance of certain forcign manufacturers who were visiting the 
country at that tine. 


On this occasion Mr. Gery was tne chief spokesman and, after 
outlining the purposes of the Institute as conceived by the onarter 
members, directed attention to the theme which had occasioned the 
foundation of the Gary dinner system, viz., the maintenance of 
stable prices by means of the cooperative uovement. After defend- 
ing vigorously the policy of maintaining stable prices, he went on 
to state the means by which such a result may be achieved. 

These proposed means were: First, continued cooperation; second, 
frank and friendly intercourse; third, full disclosure of nis 
business by each to the others; fourth, recognition by all of the 
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rights of each; fifth, a disposition to assist and benefit each 
other so far as oracticable and »rooer; and sixth, conduct f.unded 
on the belief that healthy conoetition is wiser and better than 
destructive comoetition. Agreesents to maintain prices, he affirmed, 
are not «ierely illegal, they are unnecessary. Tnere is, aowever, 
no law to compel competition. Wherever co.woetitors come into fre- 
quent and friendly intercourse, where tiey aeke full disclosures, 
where they notify each other of what they are doing, they will not 
act unjustly or dishonoradly toward each other. This contention, 
he assured them, had been oroved by experience. The cooperative 
©ovement is destined to extend, he continued, until it shall em- 
brace within its domain not only domestic competition, but foreign 
competition as well, and even the governnents of the Nations of the 
earth. It is to be the function of the Institute to act as the 
organized agent of the steel wjakers in extending the spirit of 
cooperation to our comoetitors, to our employes, snd to our cus- 
tomers. 


Notwithstanding the unanimous ap?roval of tne cooperative move- 
ment, as expressed at the first formal ieeting of the A.wsrican 
Iron and Steel Institute;, notwithstanding the awaeeting of the com- 
mittees, conferences, and conversations, the demand for steel and 
steel products continued to fall off, stocks continued to accumulate, 
and orices continued to decline, except in those lines tnat were 
under complete control, such as rails, bars, and plates. With 
pig iron accumulating, while the orice was gradually falling, the 
Situation grew more and wore serious. Moreover, the arguments in 
the Standard Oil and tobacco cases were then being made, andtne 
attitude which the Suoreme Court might take toward combinations, 
consolidations, and understandings was at that tisie a matter of 
the greatest uncertainty. In view of these circumstances, a spe- 
cial .ieeting of the American Iron and Steel Institute was called 
for January 11, 1911, for the purpose of considering the cause or 
causes of the sesitation in business and of determining upon the 
proper course to pursue in view of the conditions. 


At this meeting there were eighty-nine men present, including 
the chief executive officers of every imoortant steel producing 
plant in the United States, Of these, thirty were called upon 
to express their own individual opinion in regard to the situation, 
and without excention every sveaker expressed the view tnoat “any 
change in prices would be a calamity," All were in favor of the 
cooperative movement, of frequent meetings, of tiaintaining tne situa- 
tion, of standing togetner, and of waiting for improvement in condi- 
tions wiicn was sure to come provided business was not unsettled 
oy a reduction in prices. This program, it was thought, was not 
only defensible as a general proposition, but, accoraing to the 
views of Mr. Gary, was entirely feasible. The leaders of the steel 
industry, he affirmed, were not only gentlesen, they were friends, 
and neighbors, having an affectionate regard for each other. Each 
of them had reached a position oso high in the industry that they 
were bound in honor to protect each other and, where one's honor 
was at stake, the position was wore binding than any written or 
verbal contract. 


As a direct result of the January meeting of the Institute, 
prices were fairly well aa@intained until May 24, wnen the Revublic 
Iron and Stevcl Company gave notice that on and after tnoat date 
it would siake a reduction of $3 oer ton on steel bars, its »orincipal 
product. With a ssrket already overstocked and orices jsaintsined 
above the competitive level by concerted action, the step of the 
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Reoublic Comoany was sufficient to reestablish an open uerket not 
only for bars, but for all other steel products, exceot, of course, 
standard rails. The action of the Reoublic Iron and Steel Coupany 
was 2% once teken into consideration by the leaders of the coopera- 
tive movement, with the result tart a luncheon was given by ir. 
Gary at the Metropolitan Club in New York City on May 29. At this 
ueetimg Mr. Gary delivered an address, the princival object of 
which seems to have been to determine whether it was the opinion 

of the steel makers that "the time for cooperation had gone by or 
whether it should be suspended and each one snould take care of 
himself, go his own way, doing his own business in Ais own way, 
when, woere and now he pleased." The real question at issue was, 
he asstré@“them, "whether or not you and your business can be 
entirely demoralized by the disposition or the action of or individ- 
ual or a few individuals in the trade. While, according to ifr. 
Gary, he nad no wish or intention to make any agreement, express 

or implied, contrary to the law, it was his opinion that it was 
highly important for the long future that the steel manufacturers 
continue their relations of friendship and open and frank expression 
with reference to wnat they were doing. His position never varied. 
He was always ready to give tne names of customers, the orices 
charged, and any information concerning the business, the mills, 
the clients, or the company, so long as those seeking such informa- 
tion were willing to reciprocate. For his part, his judgment was 
entirely in favor’ of a continuance of the cooperative ovement. 
After a general discussion of the conditions, it was unanimously 
decided to continue to cooperate and, at the same time, as after- 
ward announced, the wianufacturers present exoressed the opinion 
that the developments required some change in prices. The new 
price list, as announced by the subsidiary companies of the United 
States Steel Corporation, not only met the cut on bars inaugurated 
by the action of the Reoublic Iron and Steel Company on May 24, 

but extended the reduction to all finished products except rails, 
wire and tin olate. In the announcement it was stated that it was 
believed that the reduction proposed by the United States Steel 
Corporation and its subsidiaries would be generally followed. 


The luncheon of May 29, 1911, was the last meeting of the steel 
makers in connection with the cooperative wovement. On July l 
following, the report of the Commissioner of Corporation on the 
Steel ¢ Industry, with particular reference to the organiza- 
tion, investments, profits, and position of the United States Steel 
Corporation, appeared. The Stanley Committee on the investigation 
of the United States Steel Corporation was -apoointed in May, 1911, 
and held its first session on the 27th of that month. On October 
68, 1911, the Attorney General of the United States filed a petition 
_in the Gircuit Court of the United States for the District of New 
Jersey, asking ‘that the Corporation be dissolved and that the offi- 
cers and stockholders be perpetually enjoined from the further con- 
tinuance of acts which were alleged to be unlawful. In view of 
these attacks of the Government from tares different sources, 
administrative, legislative, and legal, the cooperative weetings 
of the steel makers were finally and permanently abandoned and the 
Gary dinner system thus came to an end. 
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THE GARY DINNERS 
From U.S. v. United States Steel Corporation, Transcript of Record, 
Government Exhibits, Vol. IV, Dist. Court, U.S. for Dist of N.J. 


Cablegram to Gary, Chairman, Steel Corporation, New York:"Sorry 
cannot be with you at dinner tonight. Hope each will see advisa- 


bility of maintaining present situation, as I believe active demand 
near at hand, and change will delay." ~- Signed, Schwab. 


Judge Gary; "I believe that in no line of business in the 
world at any time has there been. such a large percentage of those 
engaged in a business as the percentage in this country who are go- 
ing along day by day, hand in hand, pursuing the same course, anxi- 
ous to promote and benefit the welfare of all the others. At this 
particular time there is not in this country a demand for more than 
fifty per cent of the total producing capacity in our lines. It is 
obvious from this statement of fact that there is not enough busi- 
ness to go around, and that there is no possible way of protecting 
one another and thereby protecting oneself except to submit our- 
selves to the conditions as they exist, and to take and be satisfied 
with our fair proportion of the business which is offered. It is not 
necessary, in this presence, to say that if one individual or com- 
pany engaged in this business tries to secure or actually secures, 
for a day or a week, more than a fair proportion, still it simply 
means that in the long run that man or that company gets no more 
than his share; he has accomplished nothing whatever except to bring 
about demoralization, reduction of prices and heavy losses to all 
concerned, including himself. This is a logical proposition. No 
man is smart enough to long continue a practice which gives to him 
more than his fair. share of business. He may succeed in one trade, 
he may get away from his friend or competitor his customer for a 
Single transaction or two transactions; but it is just as certain 
that the competitor whose business has been taken away will the next 
day or the next week enter within the domain of the one who has 
first trespassed, taking away his business and adjusting, equalizing, 
bringing about at the end of the year or at some definite period 
Simply the natural division of business and at greatly reduced 
prices. A nd there is no exception to this unless it be on the basésr 
is of the strong man or the strong company having the advantage over 
his neighbors, if there is such a one, and he gets the business only 
by means which result in forcing his competitor out of business and 
in that way antagonizing the public interest and earning the condem- 
nation not only of the public, but of the very government itself. 
Therefore it is impracticable. Now, in view of the fact that we 
have no right legally to enter into any arrangement by direct or in- 
direct means which enables us to maintain prices, to divide territory, 
to restrict output, or in any way to interfere with the laws of trade 
or to stifle competition; in view of the fact that we cannot legally, 
directly or indirectly, do anything which may be construed to be in 
restraint of trade, and therefore are relegated to the one position 
of treating each other on the basis of fair, just and equitable 
treatment, it behooves us to use the greatest care in the exercise 
of our rights and in the transaction of our business, so as to make 
it absolutely certain that day by day, and with reference to every 
transaction we are certain to recognize the rights of our competi- 
tors, our friends, and the obligations which we are under towards 
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them. I say in this presence, to men who know by long experience-- 
men who know to a demonstration that what I speak is true and logi- 
Ccal--that we have something better to guide and control us in our 
business methods than a contract which depends upon written or 
verbal promises with a penalty attached. We as men, as gentlemen, 
as friends, as neighbors, having been in close communication and ccn- 
tact during the last few years, have reached a point where we enter- 
tain for one another respect and affectionate regard. We have reachk- 
ed a position so high in our lines of activity that we are bound to 
protect one another; and when a man reaches a position where his 
honor is at stake, where even more than life itself is concerned, 
where he cannot act or fail to act except with a distinct and clear 
understanding that his honor is involved, then he has reached a 
position that is more binding on him than any written or verbal 
contract. . . . At the present time the question of maintaining or 
Changing the prices of the commodities in which we deal is uppermost 
in our minds, because we read and hear about this question every 

day and almost every hour. I have been pained, I admit, from time 
to time, to read in the newspapers that the United States Steel Cor- 
poration carried a big stick, and was in the habit of inviting the 
Independents, so-called, to come together for the purpose of lectur- 
ing them, or worse than that, of threatening them in case they pro- 
posed to reduce prices. I call upon you as witnesses to refute 
these insinuations. If it is just, if I have by my conduct or by my 
language induced any of you to suppose that I believe our Corpora- 
tion has any advantage or is disposed to take any advantage, or has 
intended to urge you to fix or to maintain prices concerning your 
commodities which were not in accordance with your own views, I do 
not hesitate to ask your pardon. We make no claim for ourselves, 
except of the pride that we have in being your associates, and be- 
cause you have given us your confidence, and you are willing to work 
with us. If any of you desire to lower prices at any time, and will 
make the fact known to me, you will find that I am a follower an 

not a stubborn opposer. [I shall always beg leave to express my 
opinions in regard to what I think are fair prices, but I will do it 
not for the purpose of expecting you to adopt my views, nor for any 
purpose except the same purpose that you have in mind when you ex- 
press to me your opinions. We deal in the open, we deal fairly, and, 
as I have frequently said, you will always find me an eary mark. If 
& majority of you shall be of the opinion that I am making a mistake 
in advocating the maintenance of prices you will have no difficulty 
in getting me to change my opinion; and, very fortunately, the 
Finance Committee of our Corporation which determines the policy of 
the Corporation, and which is made up of the biggest men we can get, 
are in accord with me concerning these views. They have always been 
willing to sustain me because they believe the positions taken are 
right. Now, my opinion is that it would be a mistake to reduce 
prices at this time; that it would do more harm than good; that in- 
stead of getting more business we would get less business; that the 
average purchaser, perhaps without exception, is not so much in favor 
of the reduction of prices, as he is in favor of making it absolute- 
ly certain his prices are the same prices that another has to pay 
for the same commodity. And the only reason in the mind of the pro- 
posed purchaser now, able and ready, willing and anxious to buy--the 
only reason for hesitation--is that he gets the impression in one 
way or another through the newspapers, and I fear frequently from 
our own subordinates, that there is a possibility in the future of a 
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reduction in prices, and he is therefore waiting for that time to 
come. .. . We are travelling together and ve are going to stand 
together I believe without any interruption in the future, and if we 
do stand together there is nothing that can prevent the greatest 
Success because it has been and shall be in every respect our inten- 
tion and our decision to transact our business in such a way as to 
be sure we are fair and reasonable and also within the requirements 
of the law and the demands of the public interest. You may read in 
the newspapers hints that we are actually making agreements to main- 
tain prices or that we are indirectly or by inference making arrange- 
ments which are in restraint of trade, and so we must make it cert- 
ain that the contrary is true. I would not make an agreement under 
any circumstances to maintain prices or to do or regrain from doing 
anything which would prevent me from being absolutely independent 
from all others in every respect concerning every department of our 
Corporation, or in regard to the conduct of our business, and I 
would not ask for any different conclusion from others. As I said 
before, the very fact that it is understood we have this right, that 
we are independent, that we can go out of this room and do exactly 
as we please, without violatingmy agreement or understanding, and 
that all must depend upon the belief that as honorable men we are 
desirous of conducting ourselves and our business inssuch a way as 
not to injure our neighbors, must make each of us more careful in 
regard to the conduct of our affairs; and there will be no secrecy 
in what we do. You may say, 'Why aren't the newspaper reporters 
allowed in this room?! Because, in the first place, many of us, un- 
accustomed to speak in public, would hesitate to talk in the prese. 
ence of newspaper men, and because more particularly we might fear 
we would be incorrectly reported." 


James A. Farrell: "I understand the policy of the corporation 
to be to cooperate with its competitors in the effort to maintain 
fair prices, and the stability of business conditions, by every 
means permissible under the laws of the country and not antagonistic 
to the public conscience." 


Pipes Kinet *, . 4 £ think therefore, to talk of reducing 
the prices ought not to be considered for a moment. As Judge Gary 
has very properly said, it would not result in good to any one, it 
would not result in more business to us, it would not do the public 
any good; therefore, I hope it will be the consensus of opinion here 
tonight that we will maintain the present prices, which are fair 
and reasonable, and await with patience the inevitable result which 
will of course be better business, and I think in the very near 
future." 


E. 0. Felton: "If there is anybody who thinks the present busi- 
ness situation will be improved, stimulated, by cutting prices, he 
ought to consider just one branch of our business; he should look at 
the facts and argue from those facts. Let him look at the pig iron 
Situation. Now, in the pig iron situation there has been in a gen- 
eral way an open market; that is, prices have been met by everybody 
as they saw fit, and things have gone, as you know, down, down, down. 
When you go home, take up lase week's Iron Age, and look at the 
diagram that was printed in it, in which the production of pig iron 
is compared with the prices during 1910. You will find that the 
reduction in price not only did not stimulate consumption, but that 
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the production line went down faster than the price line. Now, what 
is true in that line of our business, will be true in every other 
line if we are foolish enough to go ahead and cut prices. [I think, 
gentlemen, that is a lesson that we should all take to heart." 


John A. Topping: "I am more convinced than ever that any efforts 
at this time to reduce prices with a view to stimulating consumption 
will be met in about the manner that Mr. Felton has illustrated. 

The price line will go down much faster than the production line 
will go up. There has been, as you know, an influence at work to 
undermine confidence, it has been an influence at work on our sales- 
men, and I believe that we all should get together and if we should 
do something to stiffen up the backbone of the salesmen, we would 
have real cooperation and real enthusiasm. Now, if we are going to 
have cooperation in the matter of policy, why should not we have 
cooperation all down the line. The way to get that cooperation, in 
my judgment, is to stimulate it. The feeling that we have ourselves 
around this table I think ought to go clear down the line. Our 
Salesmen do not talk as we think. I think they should talk as we 
think. The way to bring that about is to do a little missionary 
work, each and every one of us, in the direction I have suggested. 

I have taken that work up myself and I am happy to say that it has 
so far, in a small way, seemed very effective." 


Judge Gary: "Before I call the next speaker I would like to 
refer to two things. It is a fact that prices of some of our com- 
modities have been materially reduced during the last two or three 
years. JI think perhaps it would be a mistake for any of us to say 
that they have been reduced in all respects in reference to all lines 
to the point where they are now fair and reasonable, because it is 
the fact that they have been reduced in many respects below that 
point, and we would stultify ourselves if we were to say that two or 
three years ago they had not reached that point. You can see what 
I have in mind., I only want to call attention to the exact facts 
here so as to make it certain that none of us will unintentionally 
misrepresent the facts. In respect to some commodities, I am sure 
at the present time they are too low." 


BE. A. S. Clarke: "I believe it is an excellent thing to coach 
our salesmen along the lines Mr. Topping has suggested; but I submit 
I can easily conceive of a salesman having made his little talk to 
the purchaser and having been met with the single reply that So-and- 
So quotes lower prices. While I #hink it is weil to coach salesmen, 
we must put into them the very same spirit I think we all have here 
that we are in honor bound not to:change our prices without letting 
the other man know it, because then the salesman knows that he has 
an answer to give to that proposition. He knows that it is not so, 
he knows it is a juggling or play on words, sqme way that is given 
to try to shake his confidence and to induce liim to lower his price 
to meet that price. I think if we can only ipstill in him the feel- 
ing that we have, that the other men will not lower the price, make 
him feel that it is simply an attempt to inflyence him in some way 
or other, we will stiffen him up to such an additional extent that 
we will have our businesses managed as we want them managed." 

J. A. Campbell; "This is a very inspiring meeting and I am 
heartily in favor of everything that has been said, and you all know 
that both the policy of our company as directed by our directors and 
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myself is in harmony with the ideas of Judge Gary, and the men under 
him. I will do everything I can to promote that harmony in the 
future." 


GO. S. Price: "I will only speak of the business situation and 
endorse the fact that I consider it very inopportune at this time 
to make any change in prices. I do not believe that the customer 
wants it. It will tend to destroy stability, and while there is 
the keen pressure brought to bear in all dix -ections, even going to 
the extent of untruths to accomplish the end, I think we would all 
see a repetition of what occurred in the spring of L909, not more 
than a month or so later than this period of the year, where the 
prices were reduced, and business was not stimulated, and prices were 
again reduced in May, as I recollect, and the market thoroughly in 
the meantime demoralized, resulting in wage reductions which must 
follow. For that reason fe think it would be a grave business mis- 
take to in any way game out even an intimation that prices would be 
reduced. As we all know, as has been stated by the otherg, tnere is 
no necessity for a reduction in prices.! 


A. F. Huston: "We are all of the same opinion about the mainten- 
ance of prices. JI heard the remark made by a prominent steel man 
last month. He said he had never seen a ganuine buying movement 
without first a decided drop in prices to stimulate it. ... Up to 
this time we have never had a chance to see whether a genuine buying 
movement would come without a severe drop. We have never had a 
chance to test it. It has all been one-sided. I believe the buying 
movement will come just as well if we stand up today as if we were 
to make a radical cut in the price." 


GM. Verity: "A certain grade of steel has a certain elastic 
Limit and you cannot get any more out of it. Human nature can either 
lower its lower its elastic limit or raise it, and it is one of the 
problems of human nature that when it comes to competition that the 
elastic limit is very low. We are too much inclined at the first 
Sign of reduction in prices to take it for granted and to use that 
as an excuse to go out and make lower prices and maybe get some at- 
tractive business. Now, I am certain that Judge Gary has proved, 
in his dealings with competitors and business interests generally, 
that his elastic limit is very high. I think we can all follow him 
in that respect end with great benefit to ourselves and business in 
general." 


F. S. Witherbee: "I was very much impressed this fall in visit- 
ing Germany and having the opportunity to discuss matters with a 
very prominent iron and steel manufacturer in that country. He said 
that while we had the best plants and the largest output, etc., that 
the one glaring weakness with us in this country was the lack of 
stability in prices. He said, 'You never can succeed permanently in 
maintaining prices unless you meet frequently together. Now,! he 
Said, 'the reason we in England, Germany, France and Belgium succeed 
in maintaining prices and stopping fluctuations is largely because 
we meet frequently and get together.! Now, I told him, which I am 
very glad to repeat here tonight, that we are getting closer together, 
thanks to Judge Gary and others, by these frequent dinners and meet- 
ings that we have had, and that we are no longer isolated as we were 
a few years ago. We are getting together and studying our differences, 
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and in a very short time I think we can meet the criticism of our 
German friend as to lack of stability in prices. Judge Gary and 
others started the movement by making the prices of rails practical- 
ly stable, and there is no reason, it strikes me, why in time we 
Should not make the prices of other articles we manufacture quite as 
Stable as rails are today, or certainly much more than they have 
been in the past. I want here to publicly acknowledge to Judge Gary 
my personal gratitude for what he has done toward that end.! 


H. DuPuy; "I think the spirit of cooperation is a splendid one. 
We will strictly adhere to that idea." 


David’ Reeves: "I am heartily in accord with the spirit that 
brings us together frequently at these conferences, and I think the 
policy that we have been pursuing is wonderfully vindicated now that 
we are producing only fifty per cent of our capacities, and no great 
demoralization in many lines has followed. I think we are to be 
congratulated in having a wise POLLGY laid out for us and having 
followed it so well." 


peeks (KELL YS ~ BY Restiiny cooperate in everything that has been 
Said here tonight, and so far as our company is concerned we are 
ready and willing to still cooperate to do what we.can to maintain 
prices.' 


From Judge Buffington's opinion in U.S. v. United States Steel 
Corporation in the U.S. Dist. Court (223 Fed. 55, 1915): 


"There is some dispute in the briefs concerning the essential 
Characteristics of these meetings, but in our opinion, the real 
facts appear with sufficient clearness. We may begin the discussion 
by quoting the Government's concession in the original petition: 

'It is not here alleged that merely assembling and mutually exchang- 
ing information and declaration of purpose amount to an agreement or 
a combination in restraint of trade.! With this concession we are 
in full accord. In these days every large business has its societies 
and associations, and these meet periodically to exchange informa- 
tion of all kinds, to compare experiences, to take note of improve- 
ments in machinery or process, to discuss problems, and generally to 
profit by the interchange of ideas and the study of observed facts. 
When the business is manufacturing, of course, all this has a direct 
bearing on the subject of prices, and these conferences may there- 
fore consider that subject specifically. It is probably unusual, 
however, to find such a meeting making % declaration of intention to 
charge such and such prices, although a mere declaration to that ef- 
fect could hardly be regarded as unlawful. Freedom of speech and 
freedom of individual action are justly prized in American society, 
and no legislation forbids men to come together and speak freely to 
each other ebout every detail of their common business. And if each 
individual should choose to announce at such a meeting the specific 
price he intends to charge for his wares, we are aware of no law 
that forbids him so to do. But at this point we approach debatable 
ground, for an individual is permitted to do some things that are 
denied to an association of individuals; and where at a meeting of 
many persons such action is taken whose legality is afterwards call- 
ed in question, the decision may be vitally affected by ascertaining 
the fact whether the action was really taken by each individual 
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acting for himself, or whether those present were, in fact, pursuing 
@ common object. This country has always been committed to the 
principle of fair and real competition in business-—the struggle be- 
tween individuals to sell goods in a market free ftom artificial 
control or influence--and the Sherman Act merely repeats this prin- 
ciple when it condemns, in the first section, ‘every contract or 
combination in restraint of trade.! When, therefore, individuals or 
corporations make distinct contracts with each other, either in the 
form of pools or other agreemtnts, dividing territory, limiting out- 
put, or fixing prices, there can be no question about the illegality 
of such contracts. And it makes no difference whether or not the 
agreement attempts to fix a penalty for its breach. The essence of 
the offense is that agreement; the penalty is merely an incident; 60 
that a so-called 'gentlemen's agreement! to divide territory, etc., 
is quite as illegal as a formal pool with a formal penalty. Ina 
gentlemen's agreement the sanction is the sense of honor, the moral 
obligation, the indefinite, but real, force that in some instances 
compel persons to keep their promises simply because they have prom- 
ised. But stippose what happens is this: A number of persons take 
no action about territory or output, their discussions being mainly 
concerned with the subject of price, and suppose, further, that they 
refrain from making a definite formal agreement, and limit them- 
Selves to an understanding, a declaration of purpose--an announce- 
ment of intention--what, then, is to be said? Have they offended 
against the law? This question cannot be answered until we know 
that the participants were really doing. It is not enough to rest 
upon the varying names that may be given to the transaction. It is 
of the utmost importance to know how these names are to be inter- 
preted, and this is the crucial matter to be looked for in the 
present record. .. . But we think the evidence makes it plain that 
a period of cooperation, or action with a common object, did begin 
in November, 1907, between the Steel Corporation and the great 
majority of its independent competitors, and that this period was 
chiefly marked by an understanding concerning the maintenance of 
price. Other matters were discussed at various meetings, but the 
principal concern was the subject of prices, and other subjects 
were subordinate. . .. Now to our minds the testimony taken as a 
whole makes the conclusion inevitable that the result of these meet- 
ings was an understanding about prices that was equivalent to an 
agreement. We have no doubt that among those present some silently 
dissented and went away intending to do what they pleased; but many, 
probably most, of the participants, understood and assented to the 
view that they were under some kind of an obligation to adhere to 
the prices that had been announced or declared as the general sense 
of the meeting. Certainly there was no positive and expressed 
obligation; no formal words of contract were used; but most of those 
who took part in these meetings went away knowing that prices had 
been named and feeling bound to maintain them until they saw good 
reason to do otherwise, and feeling bound to maintain them even 
then until they had signified to their associates their intention 
to make a change. We cannot doubt that such an agreement or under- 
standing or moral obligation--whatever name may be the most appropri- 
ate-- amounts to a combination or common action forbidden by law. 
The final test, we think, is the object and the effect of the ar- 
rangement, and both the object and effect were to maintain prices, 
at least to a considerable degree. .. .It is only fair to add that 
in our opinion the participants in this movement did not intend to 
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act illegally. No doubt they did intend to exercise their full lega' 
rights, but, of course, such exercise could not be wrong, and they 
believed they had succeeded in keeping within the proper limits. For 
the reasons given, we think they were mistaken; but we acquit them 
of trickiness or attempted evasion." 


From Judge Woolley's separate opinion in the above case; 


"In this the others acquiesced, and in the light of the emer- 
gency then existing, and the disaster averted, I am of opinion that 
the purpose and the conduct of those who participated in the first 
Gary dinner were not unlawful, improper, or questionable. But after 
the exigency had passed, and the means to meet it had been exerted, 
Gary dinners were found to be potential things, and they were after- 
wards called and employed to exert their potentiality, not in avert- 
ing disaster, but in creating greater profits by raising and main- 
taining prices in periods of industrial calm. . . . The only differ- 
ence between the Gary dinners and the meetings of the committees was 
that at the dinners the general business of the industry was discus- 
sed, while at committee meetings the business of a particular branch 
of the trade was discussed. At neither were agreements made concern- 
ing prices at which the participants would sell their products. [In 
fact, it was asserted and reasserted that such agreements were im- 
possible, because illegal; but in lieu of agreements, the parties, 
both at the dinners and at the committee meetings, severally made 
what they ehose to call 'dec¥arations of purpose!--that is, declara- 
tions of the prices at which they respectively proposed to sell their 
products, to which prices it is testified all adhered until some one 
chose to deviate therefrom, in which event he was 'in decency’ bound 
to notify his dinner associates or the members of his committee. 
Excepting the feature of trade allotments and money penalties, Gary 
dinners were in effect pools, with the right reserved to each parti- 
Cipant to withdraw upon notice to the others. They differed from 
pools only in the difference between the binding force of a moral 
understanding and the legal obligation of an express agreement. They 
were pools without penalties. They constituted a scheme which did 
not make it fatal for a competitor of the corporation to stay out, 
but made it attractive for him to stay in, the result of which was 
that prices were maintained with greater uniformity and stability 
than when the same participants engaged in pool agreements, viola- 
tions of which carried penalties. . . The raising and maintaining of 
prices of steel products from 1901 to 1911 can not be attributed to 
the dominancy by the corporation over the industry, because of its 
Size. It was due to cooperation between it and nearly all other 
producers in a joint effort to raise and maintain prices, in which 
they persisted and succeeded. Without the cooperation of independ- 
ent producers, prices of steel products could not have been raised 
and maintained by the corporation alone. The offense of the corpora- 
tion, therefore, was not its dominancy over the trade, but was an 
offense precisely similar to that of which every independent and 
cooperating producer was guilty, and consisted in the act of combin- 
ing with its competitors to produce an unlawful result. If it had 
not combined with its competitors, or if they had not combined with 
it, restraint of trade, due to the fixation of prices, would, in my 
Opinion, have been impossible. Therefore those who participated in 
Such meetings, with the intention of doing that which was accomplish- 
ed, participated in unlawfully restraining trade." 
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THE HARDWOOD LUMBER CASE 
American Column and Lumber Co., et al. v. U.S., 257 U.S. 377, 1921. 


Hardwood manufacturers operating mills in 18 states, principal- 
ly in the southwest, and producing one-third of the total output, 
Organized in 1918 into an association. Daily and monthly reports, 
in great detail, of sales, shipments, production and stocks on hand, 
were made to a central office, also monthly price lists showing 
prices f.o0.b. shipping point. New prices were to be filed as soon 
as made. The secretary sent weekly and monthly summaries of these 
reports to the members, which disclosed the condition of each member 
of the association. A market letter with suggestions was sent out 
monthly. Meetings of the members were held monthly for discussion, 
and preceding these, a questionnaire was: circulated, from the answereé 
to which the secretary compiled an estimate of the condition of the 
market, for circulation at the meeting. Although the plan was sup- 
posed to deal only in close transactions, the communications of the’ 
Secretary contained many suggestions concerning future policy which 
were discussed at the meetings. 


This association was declared by the Supreme Court of the U.5. 
to be a conspiracy in restraint of interstate commerce under the 
Sherman Act. (American Column and Lumber Co., et al. v. U.S., 257 
Mateny O77, 1931). 


Said Justice Clarke, delivering the opinion of the Court: 


"To call the activities of the defendants, as they are proved 
in this record, an 'Open Competition Plan! of action is plainly a 
misleading misnomer. Genuine competitors do not make daily, weekly 
and monthly reports of the minutest details of their business to 
their rivals, as the defendants did; they do not contract, as was 
done here, to submit their books to the discretionary audit and 
their stocks to the discretionary inspection of their rivals for the 
purpose of successfully competing with them; and they do not submit 
the details of their business to the analysis of an expert, jointly 
employed, and obtain from him athormonized® estimate of the market 
as it is and as, in his specially and confidentially informed judg- 
ment, it promises to be. This is not the conduct of competitors 
but is so clearly that of men united in an agreement, express or 
implied, to act together and pursue a common purpose under a common 
guide that, if it did not stand confessed a combination to restrict 
production and increase prices in interstate commerce and as, there- 
fore, a direct restraint upon that commerce, as we have seen that 
it is, that conclusion must inevitably have been inferred from the 
facts which were proved. To pronounce such abnormal conduct on the 
part vot 365 natural competitors, controlling one-third of the trade 
of the country in an article of prime necessity a 'new form of com- 
petition! and not an old form of combination in restraint of trade, 
as it so plainly is, would be for this court to confess itself 
blinded by words and forms to realities which men in general very 
plainly see and understand and condemn, as an old evil in a new dress 
and with a new name. The ‘plan’ is, essentially, simply an expan- 
Sion of the gentlemen's agreement of former days, skilfully devised 
to evade the law." 
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The Hardware Lumber Case-2 


Justice Holmes, dissenting, said: 


"T should have thought that the ideal of commerce was an intel- 
ligent interchange made with full knowledge of the facts as a basis 
for a forecast of the future on both sides. A combination to get 
and distribute such knowledge, notwithstanding its tendency to 
equalize, not necessarily to raise, prices, is very far from a com- 
bination in unreasonable restraint of trade." 


and Justice Brandeis, dissenting, with whom Justice McKenna concurred 
said; 


"The evidence in this case, far from establishing an illegal 
restraint of trade, presents, in my opinion, an instance of commend- 
able effort by concerns engaged in a chaotic industry to make pos- 
Sible its intelligent conduct under competitive conditions." 
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THE LINS#=) OIL CASE 
U.S. v. American Linseed Oil Co. st al. 262 U.S. 371, 1923. 


Twelve corporations in si:: states manufacturing and distributizy. 
a large proportion, approximately three-fourths, of the linseed oil 
and by-products consumed throughout the country, having been active 
competitors, signed identical contracts in 1918 with the Armstrong 
Bureau of Related Industries under which statistical information, 
Similar to that in the Hardvood Association, wasto be furnished to 
the Bureau, which in turn tabulated it for the benefit of the con- 
tracting corporations. But the agreement contemplated more rigid 
control than in the Association just described. Any subscriber 
could question the report of another and demand an investigation, 
and a member was compelled to turn over his books for examination. 
Any variations from price lists on file were to be reported by 
telegrapn, including quantities, discounts and exact terms, and for 
Shipments of more than a carload, the buyer's name and address and 
the f.o.b. point of shipment. The country was divided into eight 
zones for price quoting, and each member quoted a basic price for his 
own zone with specific additions for more distant zones. Uniform 
cash terms of settlement were agreed upon. Whenever an offer was 
refused by a prospective buyer, the member might request the Bureau 
to investigate, and report to the members the parties to the actual 
transaction and the terms of sale. At monthly meetings, members 
were "put on the carpet" and subjected to searching inquiry concern- 
ing their transactions. All information was for the exclusive and 
confidential use of the subscriber. Any failure to observe the terms 
of the agreement forfeited the advance deposit which each subscriber 
was obliged to make. 


This "plan" was condemned under the Sherman Act in U.S. v. Amer- 
been Linseed O11 Oo., et al. (862 U.S. S71, 1923). 


Justice McReynolds, delivering the opinion of a unanimous Court 
Said; 


"Certain it is that the defendants are associated in a new form 
of combination and are resorting to methods which are not normal. 
If, looking at the entire contract by which they are bound together, 
in the light of what has been done under it the Court can see that 
its necessary tendency is to suppress competition in trade between 
the States, the combination must be declared unlawful. That such is 
its tendency, we think, must be affirmed. ... . With intimate 
knowledge of the affairs of other producers and obligated as stated, 
but proclaiming themselves competitors, the subscribers went forth 
to deal with widely separated and unorganized customers necessarily 
ignorant of the true conditions. Obviously they were not bona fide 
competitors; their claim in that regard is at war with common ex- 
perience and hardly compatible with fair dealing. We are not called 
upon to say just when or how far competitors may reveal to each 
other the details of their affairs. In the absence of a purpose to 
monopolize or the compulsion that results from contract or agreement, 
the individual certainly may exercise great freedom; but concerted 
action through combination presents a wholly different problem and 
is forbidden when the necessary tendency is to destroy the kind of 
competition to which the public has long looked for protection. 

The situation here questioned is wholly unlike an exchange where 
dealers assemble and buy and sell openly; and the ordinary practice 
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The Linséed Oil Case:- 32 


of reporting statistics to collectors stops far short of the practic 
which defendants adopted. Their manifect purpose was to defeat the 
Sherman Act without subjecting themselves to its penalties." 


That there was no dissenting opinion, as in the Hardwood Case, 
is probably due to the fact that this agreement involved a predom- 
inating proportion of the manufacturers in the industry, and that 
the terms of the agreement revealed much closer cooperation and more 
rigid control. 
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THE CEMENT CASE 
Cement Manufacturers! Protective Association et al. v. U.S., 268 
U.S. 588, 1925. 


The Cement Manufacturers! Protective Association, organized in 
1916, included 19 corporations manufacturing and shipping Portland 
cement and located in Pennsylvania, New Jersey, New York, Maryland 
and Virginia. The special features of the agreement included (a) 
reports and espionage with the object of restricting deliveries on 
"specific-job contracts" and thereby preventing contractors from 
securing future deliveries of cement, especially in a rising market, 
which they were not entitled to receive; and (b) compiling freight 
fate-books with rates from arbitrary basing points to numerous 
points of delivery. The Association involved the usual statistical 
organization with reports from and to members. Full stenographic 
reports of all discussions at the meetings were kept and made avail- 
able to the Government and to the members of the Association. 
Counsel was present at the meetings to steer the discussion into 
safe channels. 


Justice Stone, delivering the opinion of the Court, held that 
there was no violation of the Sherman Act. He said in part (Cement 
pase T ere Protective Association et al. ve U.S., s69 U.S 588, 
bve5 )$ 


"We do not see, however, in the activity of the defendants with 
respect to specific-job contracts, any basis for the contention that 
they constitute an unlawful restraint of commerce. .. . Nor, for 
the reasons stated, can we regard the gathering and reporting of 
information, through the cooperation of the defendants in this case, 
- with reference to production, price of cement in actual closed 
Specific-job contracts, and of transportation costs from chief 
points of production in the cement trade, as an unlawful restraint 
of commerce; even though it be assumed that the result of the gath- 
eringand reporting of such information tends to bring about uniform— 
ity in price. Agreements or understanding among competitors for 
the maintenance of uniform prices are, of course, unlawful, and may 
be enjoined; but the government does not rely on any agreement or 
understanding for price maintenance. It relies rather upon the 
necessary leveling effect upon prices of knowledge disseminated 
among sellers as to some of the important factors which enter into 
price. It is conceded that there is a substantial uniformity of 
price of cement. Variations of price by one manufacturer are usual- 
ly promptly followed by like variation throughout the trade. As 
already indicated, the larger proportion of the product of the 
defendants is distributed through dealers, and prices to dealers are 
not reported to or through the Association. It is contended by the 
government that the report of prices on specific-job contracts in 
effect informs the members of the Association of prices to dealers, 
Since the differential allowed to dealers is well known in the 
trade. However this may be, the fact is that any change in quota- 
tions of price to dealers promptly becomes well known in the trade 
through reports of salesmen, agents, and dealers of various manu- 
facturers. It appears to be undisputed that there were frequent 
changes in price, and uniformity has resulted not from maintaining 
the price at fixed levels, but in the prompt meeting of changes in 
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prices by competing sellers. It is urged by the defendants that sur’ 
uniformity of price as existed in the trade was due to competition. 
They offered much evidence tending to show complete independence or 
judgment and of action of defendants by large expenditures in com- 
petitive sales efforts and by variations in the volume of their 
production and shipment, earnings and profits. A great volume of 
testimony was also given by distinguished economists in support of 
the thesis that, in the case of a standardized product sold whole- 
Sale to fully informed professional buyers, as were the dealers in 
cement, uniformity of price will inevitably result from active, free. 
and unrestrained competition, and the government, in its brief, 
concedes that ‘undoubtedly the price of cement would approach uni- 
formity in a normal market in the absence of all combinations be- 
tween the manufacturers!. .. . But here the government does not 
rely upon agreement or understanding, and this record wholly fails 
to establish, either directly or by inference, any concerted action 
other than that involved in the gathering and dissemination of 
pertinent information with respect to the sale and distribution of 
cement to which we have referred, and it fails to show any effect 
On price and production except such as would naturally flow from the 
dissemination of that information in the trade and its natural in- 
fluence on individual action. For reasons stated in Maple Flooring 
Mfrs. Asso. ve United States such activities are not in themselves 
unlawful restraints upon commerce, and are not prohibited by the 
Sherman Act." 


To the decisions in the two last-mentioned cases, Chief Justice 
Taft and Justice Sanford dissented on the ground that these two :: 
cases did not differ substantially from the Hardwood and Linseed 
cases. Justice McReynolds rendered a separate dissenting opinion 
in which he said; 

"These causes disclose carefully developed plans to cut down 
normal competition in interstate trade and commerce. Long impelled 
by this purpose, appellants have adopted various expedients through 
which they evidently hoped to defeat the policy of the law without 
subjecting themselves to punishment. They are parties to definite 
and unusual combinations and agreements, whereby each is obligated 
to reveal to confederates the intimate details of his business, and 
is restricted in his freedom of action. It seems to me that ordin- 
ary knowledge of human nature and of the impelling force of greed 
ought to permit no serious doubt concerning the ultimate outcome of 
the arrangements. We may confidently expect the destruction of that 
kind of competition long relied upon by the public for establishment 
of fair prices and to preserve which the Anti-trust Act was passed. 
United States v. American Linseed Oil Co. states the doctrine which 
I think should be rigorously applied. Pious protestations and smug 
preambles but intensify distrust when men are found busy with 
schemes to enrigh themselves through circumventions. And the gov- 
ernment ought not to be required supinely to await the final destruc- 
tion of competitive conditions before demanding relief through the 
courts. The statute supplies means for prevention. Artful gestures 
Should not hinder their application." 
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Reading #: 18 -246- 
The Trustee Device 
From The Trust Problem by E liot Jones, Ph. D. p. 19-26. 


The first resort to the trustee device or tne "trust," as it 
will be calied to di stinguish it from the modern trust, was by the 
Standard Oil Comvany. Prior to 1879 Mr. John D. Rockefeller and hie 
associates had acquired a large number of oil concerns in the interes. 
of the Standard Oil Co.pany, but the shares of these concerns (in- 
stead of being held directly by the Standard Oil Company) had been 
revictered in many cascs in the naues of various individualswho 
held them for the benefit of tne conoany. In order to centralize 
wore fully the control of these oroverties, it was decided in 1879 
to organize the Standard Oil "trust." 


The "trust" agreement as revisod in January, 1882, included 
about forty companies, controlling from 90 to 95 per cent of the 
refining capacity of the country. It provided for nine trustees, 
anions waom were Messrs. John D. Rockefeller, William Rockefeller, 
H. M. Flagler, and Jonn Archbold. The trustees received from each 
of the parties to the agree.scnt an assignment of their stock with 
voting power, end in return therefor gave "trust certificates" repre- 
senting the valuation of the properties. The trustees did not 
become tae owners of the stocks deposited with them; they simply 
held thea in trust; for the owners of the trust certificates. It 
should be noted, however, that these stocks were held by the 
trustees for tice joint account rather taan for the individusl account 
of the certificate nolders; a stockholder in any one co.upany lost 
by the trust agreement nis title to the stock of that particular 
conoany, and sscured instead a orovortionate interest in all tne 
stocks anc croverty held oy the trustees. The trustees together 
owned 466,280 of the trust certificates out of a total of 700,0005 
and four of them held a wajority of the trust certificates. They 
were thus able to elect the officers and directors of each of the 
constituent companies, nd to manage ths vronverties in complete 
harmony. 


The trustees under this agreeusent were given vowers substantial- 
ly similar to tose possessed by tne directors of an ordinary hold- 
ing comoany. They were to collect the interest and dividends on the 
securities hsld in trust, and to redistribute such pvortion thereof 
as tney saw fit among the holders of the trust certificates. They 
were authorized to use any surplus truss funds to purcnase the bonds 
and stocks of other couipanies enxaged in the oil business, and 
to hold these securities for the benefit of the trust certificates. 
The centralized control provided for in the agreement made it 
possidle for the trustees to dismantle taose refineries tnat were 
poorly located, 2nd to build new works at strategic points. Obviously 
it made no difference to the former owners of a given plant whether 
or not tnat plant was operated, since tacy received a certain per- 
centage of tne vrofits earned by all the comoanies. The trust 
agreement, further, made provision for the admission of new com- 
panies and individuals; for the formation, whenever advisable, of 
a Standard Oil Compeny in any state in the country. The duration 
of the agreement was to be for a oeriod of twenty-one years after 
the death of the last surviving trustee, but provision was made 
for the termination of the agreement within one year of its execu- 
tion upon the approval of nine-tenths of the certificates (in value), 
pine within ten years upon the approval of two-thirds of the certi- 

icates. 
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The success of the Standrrd Oil "trust" invited imitation. ay 

In 1884 there was formed the Auwcrican Covion 0411 "trust"; and in ‘4 
; : Ve age 

1665 the National bineceseoil "trust." The cotton o1]1 "trust" in- 

cluded some seventy mills, located Ter vac wost oart in the South, \ 

engzged in wonufacturing and refining co.ton seed oil. Its form 

of organizstion was »rocisely like that of the Standard. Horever, 

it soon wat with difficulties on all sides, -nd in 1889 was reor gan- 

ized as the Aweorican Coston Oil Coupany. 


In 1887 a "trust" was organized in tac whisky business. From 
1883 to 1887 some eighty distillcrs had mainisined a orcc rious 
existence through pools. These pools, nowever, hed oroven unsatis— 
factory; it had not beenpossible to maintain thea. Accordingly . 
the leading distillers decided to establish a .iore coapact organiza— 
tion sodelled on the Standard Oil trust agreewent of 1882. T 
was accomplished in May, 1887. Tho Distillers and Cattle Fee 
Trust, 28 the new organization was callod, comprised about eighty 
companies, located wainly in Ncw York, Ohio, Indiana, Illinois, 
Wisconsin, Missouri, and Nebraska, manufacturing 85 to 90 ver cent 
of tne total output of alcohol and spirits. There were nine trustecs, 
who issued trust certificates in exchange for the shares of the 
corporations entering the "truest." Inasmuch as the trustees held a 
majority of the stock of every corporation, they were able to 
elect the dircctore ond officers, and thus to control the management. 
This in turn enabled them to control the market, for instead of 
exporting the curdlus at a loss, as had been done by the earlicr 
pools, it was now oossible to limit the output to the demand. It 
also lay within the power of the trustees to close up the poorest 
distilleries; and they did close some sixty-eight of tnem, the out- 
put beimge concentrated in the best equipoed vlants, with a consequent 
saving in tne cost of production. 


Another grouv resorting to the trustee device was the sugar 

refiners. During the seventies and eighties competition in the 

zor refining industry had been quite keen; between 1867 and 1887 
some tuirty—-six refineries had been closed. By 1887 there were 
left only twenty-six refineries, operated by twenty-three couwpanies. 
The concerns that survived tais period of severe comoetition were 
those tuat resorted to large-scale production, with its resulting 
economies. In August, 1887, seventeen of these companies, owning 
twenty-refineries, and possessing among them mpproximately 78 
per cent of the refining cavacity, entered into a trust agreement 
To pecute 6ficctive October Ll, 1887. 


In its main orovisions this agreement was substantially like 
the trust agreements already described. Eleven trustees consti- 
tuted a Board, known as the Sugar Refinéries Couipany, and distri- 
buted trust certificates ($50,000,000) to the ssareholders of the 
corporations in return for the securities. held by them. The 
trustees thereupon caused themselves or their representatives to 
oe elccted directors of the separate corporations, end were thus 
able to manage the affairs of all in unison, It was vrovided 
that 15 per cent of the certificates sllotted to the several 
companies should be left with the Board, and that these and any 
part of the $50,000,000 of certificates not allotted wight be 
employed oy the Board for the acquisition of other refineries or 
for certain other purooses. A unique feature of the sugar trust 
deed was a provision that no trustee should be interested directly 
or indirectly in the purcnase or sale of survar, whether for the 
purpose of speculation or otherwise, without tie consent of a 
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fanjority of the Board. Of tae twenty refineries acouired by the 
Sugar Refineries Company twelve were soon dismantled, and the other 
eight were consolidated into four. 


r 


In this same year (1887) there was orzanized the National Lead 
Trust and the Cordage "trust." The latter, known as the National 
Cordage Association, controlled at tnis time only 30 oer cent of 
the country's output of rope and cordage; it was not ampli L894 
that it attained a monopolistic position in the industry. 


The organization of these "trusts" was followed by a general 
outcry against monopolies. How fully the attention of tue vub- 
lic had been called to the establishment of the "trusts," and what 
its reaction was, is shown by the nuserous laws forbidding combina- 
tions and trusts enacted by the state legislatures from 1689 to 
1893, and by the passage by the National Congress in 1890 of the 
Sherman Anti-trust Act, waich prohibited every contract, combina- 
tion in the form of trust or otherwise, or conspiracy, in restraint 
of trade or commerce among the several states, or witn foreign 
nations, and every monopoly or attewot to monopolize. And as it 
soon proved, toe "trusts" were particularly vulnerable, much more 
so then the pools. The vools, it is true, were unlawful,but tney 
were secret agreeuients, and therefore were to some extent free 
from attack. The Addyston Pipe and Steel Coupany is the most 
conspicuous instance of 2a pool dissolved by legal vorocess, and the 
evidence here was obtained only because a disgruntled stenograoher 
painstakingly accumulated it. The trust agreements of the eighties, 
however, were tangible matters of record. There was a formal 
transfer by the stockholders of their legal title to the stock of 
the constituent cowsoanies, as a consideration forwhich they received 
trust certificates. The rights of the members were clearly defined 
in the trust agreement. The fact could not be concealed that these 
companies, wnose corporate existence had been preserved, had almost 
completely sacrificed their independence. ‘ 


Hardly had the "trusts" been created when legal proceedings 
were instituted against them. The state of Louisiana attacked 
the cotton oil "trust"; the state of Nebraska, the whisky "trust"; 
the state of New York, the sugar "trust"; and the state of Onio, 
the oil "trust." The action against the sugar "trust" came in 
1888. In that year the Attorney General of New York State brought 
suit under the common law against the North River Sugar Refining 
Company, a New York corporation, praying that the charter of the 
cOupany be tacated and the company dissolved. In a decision render- 
ed in June, 1890, the Circuit Court of Appeals decided against 
the company, The court held that the North River Sugar Refining 
Comoany, in entering the "trust," had given over the control of 
its affairs to an irresponsible board, and that such delegation 
of its essential corporate powers was a perversion of the vrivi- 
leges conferred by the company's charter. Furthermore, the court 
held that the company had helped to create a trust which, in sub- 
Stance and effect, was a oartnershiv of separate corporations, 
and for corporations to enter a partnership was-illegal. The 
company's charter, therefore, was taken away, amlits corporate 
existence terminated. 


The Standard Oil "trust" agreewsent was likewise condemned 
by the courts. In May, 1890, the Attorney General of Ohio filed 
a petition against the Standard Oil Company of Ohio, charging 
that the company had violated the laws of the state by placing 
the control of its affairs in the hands of trustees, nearly all of 
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whom were nonresidents of tne state. Great ocressure was brought 

to bear on the Attorney Gensrel'to induce him to discontinue the 
suit, but without success. The decision of the Supreme Court was 
rendered in March, 1698. As in New York Staite, the "trust" ar- 
rangement was declared illegal, though the Ohio court »dut more 
emphasis on the creation of.a monopoly. The court said: "the ob- 
servance (of this agreement).must subject the defendant (the 
Standard Oil Company of Ohio) to a control inconsistent wita 

its character as a corporation. ... The law requires tnat a corpora- 
tion should be controlled and wanaged by its directors in tne inter- 
ests of its own stockholders, and conformable to the »urpose for 
which it was created ov the laws of its state. By this agreement, 
indirectly, it is true, but none the less effectually, the 

defendant is controlled and uianaged by the Standard Oil Trust, an 
association with its orincipal place of business in New York @ity, 
and organized for a purpose contrary t the policy of our laws. Its 
object was to establish a virtual monopoly of the business of pro- 
ducing oetroleum, and of manufacturing, refining and dealing in it 
and all its products, throughout the entire country, and by which 

it might not werely control the oroduction, but the price at its 
pleasure. All such associations are contrary to the policy of our 
state and void." The court did not order the dissolution of the 
Standard Oil Company, as urged in the »retition, but sismly commanded 
it to cease its connection with the "trust." 


Any expectation that the decision of the Supreme Court of Ohio 
would out an end to the oil monopoly »roved to be unfounded when 
the nature of the dissolution became anparent. On “arch 21, 1892, 
at a meécting of the trust certificate holders, a resolution ter- 
Minating the "trust" was adopted. At this time tne stocks of 
eignty-four companies were acld by the Standard Oil trustecs. On 
April 1 tne stocks of sixty-four of these corporations were trans- 
ferred to some one of the remaining twenty. This left the stocks 
of twenty ccimpanies in the hands of the trustees, and these they 
proceeded to distribute among the holders of tne trust certificates. 
There were cutstanding at this time $97,250,000 trust certificates. 
the trustees, who became liquidating trustees, divided the stock 
of each of the wenty companies into 978,500 parts. They then 
offered to give to each trust certificate holder in exchange for 
each share 1/972,500 part of the stock of each one of the twenty 
corporations. The only ones who accented this offer.were the 
trustees (theuselves the largest certificate holders) and the 
ueapers of their families and their imuediate associates. The 
smaller trust certificate holders were discouraged from liquidating 
by the fact that they would have received only fractional sheres 
in tne Weuty companies, and these comoanies declined to pay divi- 
dends on fractional shares. Dividends continued to be vaid, how- 
ever, on the trust certificates when not liquidated. The nine 
trustees, therefore, became the holders of the wajority of the 
stocks of the twenty companies, and as liquidating trustees taney also 
held the stocks not exchanged for trust certificates. Tnis dissolu- 
tion obviously was nominal; it: effected no real change in the 
Situation. In fact, Mr. Archbold adwitted before the Industrial 
Comission that the comoanies worked together after tne dissolution 
as harmoniously as before. 

It was apnarent that the Standard interests had not atte.pted to 
obey the court's order, but had stooped to a mere subterfuge. A new 
suit, therefore, was instituted in 1897 against the Standard Oil 
Cowoany for failure to obey the court's decree of March, 1892. This 
suit dragged along until December, 1900, when it was dismissed. Mean- 
while the Stendard Oil Company had reorganized as a holding company. 
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Standard Oil Trust agreement of 1879.& 1882 
Stevens - Industrial Cowbinations and Trusts - pages 14-27. 


Whereas the Standard Oil Comvany of Cleveland, Ohio, holds the 
possession of certificates for certain siocks and interests which 
it is desirable to distribute anong the parties entitled taereto,; 
and whereas such stocks and interests now stand in the naies of 
several persons, and it is desiraodle for convenience in dividing 
them that all be transferred to trustees, and tiuat tne s:me 0€ SO 
transferred by the Standard Oil Company, by eacn party holding the 
seme, and by every perscn holding or clziming an interest therein. 


Now, in consideration of the foregoing, and of the sum of one 
dollar to us oaid, and other considerations satisfactory to us, we, 
the undersigned, hereby grant, assign, transfer, and convey all 
our right, title, end interest and all the right, title, and interest 
of each and every one of us of whatever name and nature in and to 
all and singular the following-described stocks and interests, to- 
wit: 

Entire capital stock of Long Island Oil Company. 

2700 shares cadital stock of Devoe Manufacturing Oo. 

Entire capital stock of Canrles Pratt & CO. . 

5,059 shares capital stock of Baltimore United Oil Co. 

5385 sheres capital stock of Keystone Refining Co. 

Entire capital stock of Sone & Fleming Manufacturing Co., 
Limited. 

‘Entire capital stock of Atlantic Refining Co. 

Entire capital stock of Standard Oil Co. (of Pennsylvenia). 

Entire capital stock of Model Oil Co. 

1,775 shares capnital stock of A..erican Lubricating Oil Co. 

Entire capital stock of Camden Consolidated Oil Co. 

2,068 shares capital stock of Central Refining Co. 

700 shares capital stock of Maverick Oil Co. 

Intire capital stock of Republic Refining Co. 

400 snares cavital stock of Waters-Pierce Oil Co. 

400 shares capital stock of Consolidated Tank Line Co. 

Entire capital stock of Awerican Transfer Co. 

41,590 snares capital stock of United Pipe Lines. 

Entire interest in and capital stock of Paine, Ablett & Qo., 
Limited. 

145/175ths of entire interest in and capital stock of Eclipse 
Lubricating Oil Co., Limited. 

3/4ths of entire interest in and capital stock of H. C. Van 
Tine & Co. (Limited). 

7/8ths of.entire interest in and capital stock of Galena Oil 
Works (Limited). 

Entire capital stock of Smith's Ferry Oil Transpn. Co. 

14,713 (old) shares stock and interest in Producers! Consoli- 
dated Land & Petroleun Co. 

“pvecial investment at Oil City, Pa. 

Business and vroperty of Star 0il Co., Erie, Pa. 

Business and vroperty of Warden, Frew & Co., Philadelphia, Pa. 

Entire capital stock of Philadelphia, Refining Go. ” 

Entire capital stock of Olean Petroleum Go. (Limited). 

Entire capital stock of Columbia Conduit Co. and also all other 
interests of every kind and descrinvtion held by the Standard Oil 
Co.woany or in which it has any interest wnich can be or by visht 
ought to be divided and distributed among the parties entitled 
thereto, without affecting its proper, legitimate, and efficicnt 
operations as a corporation, to Myron R. Keith, George F. Chester, 
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and Geovge H. Vil-s, as trustees, to nave and to hold said stocks 
and interests to tnem and their survivors and successors, in trust 
nevertheless for the following »urvoses, to wit: To hold, control 
and manage the szid stocks andinterests for the exclusive use and 
benefit of the following-named zersons and in the following voropor- 
tions nawed: 

Charles Pratt 32700/35000 thereof, Yorace A. Pratt 15/35000, 
Henry H. Rogers 910/35000, ¢. li. Pratt 300/35000, Wm. Rockefeller 
1600/35000, 0. B. Jennings 818/35000, W. H. Macy 59/35000, W. H. 
Macy, jr. 25/35000, Estate of Josiah Macy 892/35000, A. J. Pouch 
178/35000, J. A. Bostwick 1872/35000, Warden, Frew & Oo. 485/35000, 
Chas. Lockhart 1408/35000, Wm. C. Warden 1292/35000, 0. H. Payne, 
trustee 61/35000, S. V. Harkness 2925/35000, H. M. Flagler 3000/35000, 
Daniel Bushnell 97/35000, Jos. L. Warden 98/35000, J. J. Vander- 
grift 500/35000, F. A. Arter 35/35000, Gustave Heye 178/35000, L. G. 
Harkness 178/35000, Hanna & Chapin 263/35000, A. M. McGregor 118/35- 
000, D. Brewster 409/35000, W. 0. Andrews 990/35000, Horace A. 
Hutchins 111/35000, John D. Archbold 350/35000, John D. Rockefeller 
8984/35000, J. N. Camden 2300/35000, W. P. Thompson 132/35000, 
D. M. Harkness 323/35000, 0. H. Payne 2637/35000, John Huntington 
584/35000, W. T. Wardell 78/35000, H. W. Payne 292/35000 


and to divide and distribute the same as soon as they can conveniently 
do so between the said persons for whose benefit they hold the 

same'as aforesaid, and in the resvective orovortions aforesaid; with 
full power and authority to the survivors of the said trustees in 

case of the death of either of them to nominate and appoint a suc- 
cessor to such deceased trustee if they shall think it expedient 

so to do or else to continue the said trust without filling such 
vacancy. 


In witness whereof the Standard Oil Co. has, by its president 
and secretary, duly authorized thereto, set its name and affixed 
its corporate seal, and the others of the undersigned have hereto 
set their hands and seals this eighth day of Avril, 4. D. 1879. 

Standard Oil Co.ipany, 
By John D. Rockefeller, Prest. 
Attest: 
He M. Flagler, Secy. ; 
(Here follows list of signatures.) 


Standard Oi1 Trust Agreement and Supplemental Trust 
Agreement of 1882 


This agreement, made and entered upon this second day of January 
A. D. 1882, by snd between all the persons who shall now or may 
hereafter execute the seme as parties thereto, witnessetnh: 

I. It is intended that the vxartiee to tnis agreement shall em- 
brace three classes, to-wit: 

(1) All the stockholders and members of the following corpora- 
tions and limited »artnerships, to wit: ’ 

Acme Oil Go. (New York), Acme Oil Go. (Pennsylvania), Atlantic 
Refining Go., of Phila.; Bush & Co. Limited, Camden Consolidated 
Oil Co., Elizabethport Acid Works, I-merial Refining Co., Limited, 
Ohas..Pratt & Co., Paine, Ablett & 0o., Lisuited, Standard Oil Co. 
(Ohio), Standard 0il Co. (Pittsburg), Smith's Ferry Oil Trans. Co., 
Solar Oil Co. Limited, Sone & Fleming Mfg. Co., Limited. 


Also all the stockholders and members of such other corpora- 
tions and limited partnerships as may hereafter join in this 
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agreenent at the r quest of the trustees nerein provided for. 
(2) The following individuals, to wit: 

W. OG. Andrews, John D. Archbold, Lide K. Arter, J. A. Bostwick, 
Benj. Brewster, D. Bushnell, Tuomas 0. Bushnell, J. N. Caden, Henry 
L. Davis, H. M. Flagler, Mrs. H. M. Flagler, H. M. Hanna, and 
George W. Chanin, D. ti. Harkness, D. M. Harkness, trustee; S. Vv. 
Harkness, Jotun Huntington, H. A. Hutchins, Caas. Py aa Heye, 20.° By 
Jennings, Chas. Lockhart, A. i. MeGregor, Wm. H. Macy, Wn. H. Macy 
jr., estate of Bsiah Macy, jr., Wm. H. Macy, jr., executor, O. H. 
Payne, 0. H. Payne, trustee; Gnas. Pratt, Horace A. Pratt, 0. M. 
Pratt, A. J. Pouch, John D. Rockefeller, Wn. Rockefeller, Henry H. 
Rogers, W. P. Thompson, J. J. Vandergrift, Ym. T. Wardwell, W. G. 
Warden, Joseph L. Warden; Warden, Frew & Co., Louise 0. Wheaton, 
Julia H. York, George H. Vilas, ii. R. Keith, Geo. F. Chester, trustees. 


Also all such individuals as may hereafter join in tnis agree- 
ment at the request of the trustees herein provided for. 

(3) A oortion of the stockholders and menbders of the follow- 
ing corporations and liwmited sartnersnips, to wit: 

American Lubricating Oil Co., Brltimore United Oil Co., Beacon 
Oil Oo., Busn & Denslow Manuf'g Co., Central Refining Co., of 
Pittsburg; Chesebrough Manuf'g Co., Chess-Carley Co., Consolidated 
Tank Line Co., Inland Oil Co., Keystone Refining Co., Maverick Oil 
Co., National Transit Co., Portl nd Kerosene Oil Co., Producers! 
Con'd Land and Petroleum Co., Sicnal Oil Works, Limited, Thompson 
and Bedford Co., Limited, Devoe Menuf'g Co., Eclipse Lubricating 
Oil Co., Limited, Empire Refining Co., Limited, Franklin Pipe Co., 
Liwited, Galena Oil Works, Limited, Galena Fara Oil Co., Limited, 
Germania Mining Co., Vacuum Oil Co., H. 0. Van Tine & Co., Liw«ited, 
Waters—-Pierce Oil Co. 

Also stockholders and mesbers (not being all thereof) of other 
corporations and limited partnerships who may hereafter join in 
this agreement at the request of the trustecs nerein provided for. 


II. The oarties hereto do covenant and agree to and with 
each other, each in consideration of tne mutual covenants and 
agreements of tne others, as follows: 

(1) As soon as practicable a corporation shall be foraed in 
each of the following States, under the laws thereof, to-wit; Ohio, 
New York, Pennsylvania and New Jersey; provided, however,that in- 
stead of organizing a new corporation, any existing charter and 
organization may be used for the purpose when it can advantageously 
be done. 

(2) The ourposes and powers of said corporations shall be to 
mine for, produce, manufacture, refine, and deal in oetroleum and 
all its products, and all the saterials used in such business, 
and transact other business collateral thereto. But other purposes 
and vowers shall be embraced in the several charters such as snall 
seem expedient to the parties vrocuring the charter, or, if nec- 
essary to comply with the law, the vowers aforesaid may be restricted 
and reduced, 

(3) At any time hereafter, when it may seen advisable to the 
trustecs herein provided for, similar corporations may be formed 
in other States and Territories. 
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(4) Each of sid corporntions shell be known as the Standard 
Ott OG.” of (on@ here shall follow the nanc of the State or 
Territory by virtue of the laws of waich said corporation is organ- 
ized). . 

(5) The caoital stock of exch of said corporations shall be 
fixed at such an amount as may seem necessz2ry and advisable to 
“ the parties organizing the same, in view of the purpose to be ac- 
complished. 

(6) The shares of stock of each of said corporations snall be 
issued only for money, oroperty, or assets equal at a fair vaua- 
tion to.the per value of the stock delivered tuerefor. 

(7) All of the property, real and persorial, assets, and busi- 
ness of each and all of the corporations and liwited partnermdips 
mentioned or embraced in class (1) shall be transferred to and 
vested in the said several Standard Oil companies. All of tne pro- 
perty, assets, and business in or of each particular State snall 
be transferred to and vested in the Standard Oil Co. of that parti- 
cular State, and in order to accomplish such surpose the directors 
and managers of each 2nd 211 of the several corporations and limited 
partnershinvs mentioned in class first are hereby authorized anda 
directed by the stockholders and members thereof (211 of them be- 
ing parties to this agreement) to sell, assign, transfer, convey, 
and make over, for the consideration hareinafter wentionecd, to the 
Standard Oil Co. or coiipanies of the oroper State or States, as 
soon as said corporations are organized and ready to receive the 
same, all the property, real and personal, assets, and business of 
Said corporations and limited oartnerships. Correct schedies of 
such property, assets, and business shall accompany each transfer. 

(8) The individuals embraced in class second of tinis agree- 
uent do each for himself agree, for the consideration hereinafter 
mentioned, to sell, assign, transfer, convey, and set over all the 
property, real and personal, assets, and dousiness mentioned and 
embraced in schedules accompanying such sale and transfer to the 
Standard Oil Company or Companies of the proper State or States, 
as soon as the said corporations are organized and ready to receive 
. the same. 

(2) The varties enbraced in class third of this agreement do 
covenant and agree to assign and transfer all of the stock held by 
them in the corporations or limited partnerships herein named, to 
the trustees herein provided for, for the consideration and upon 
the terms hereinafter set forth. It is understood and agreed that 
the said trustees and their successors may hereafter take the as- 
signment of stocks in the same or similar couwpanies uvon the terms 
herein provided, and that whenever and as often as all tne 
etocks of any corporation and limited partnership are vested in 
said trustees the oroper steps ay then be taken to have all tne 
money, property, real and personal, of said corporation or ypartner- 
ship assigned and conveyed to the Standard Oil Co.ipany of the proper 
State on the terms and in the wwode herein set fortao, in which 
event tne trustees shell receive stocks of the Standard Oil Comoany 
equal to the value of the money, vroperty, and business assigned, 

7 to be held in place of the stocks of the cowoany or coiwoanies as-—- 
Signing such property. 

(10) The consideration for the transfer and conveyance of the 
money, property, and business aforesaid to each or any of the 
Standard Oil Compangks shall be stock of the respective Standard 
Oil Couzpany to which said transfer or conveyance is made, equal at 
par value to the apyraised value of the money, property, and busi- 
ness so transferred. Said stock. shall be delivered to the trustees 
hereinafter providec for, and their successors, and no stock of any 
of said comnoanies shall ever be issued except for money, property, 
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or business coual at least to’ ‘the oar value of toe stock so issued, 
nor shall any stock be issued by any of szid companies for any pur- 
pose except to the trustees herein provided for, to be held ait 
ject to the trusts hereinafter soecified. It is understood, aowever, 
thet this orovision is not intended to restrict the vurchase, sale, 
and exchange of voroverty of seid Standard Oil Cowipanies as fully 
as tnev may be authorized to do by their respective charters, oro- 
vided only that no stock be issued therefor excent to said trustees. 
(11) The consideration for any stock delivered to said trustees 
as above provided for, as well as for stocks delivered to said 
trustees by persons mentioned or included in class tnird of this agres 
ment, shall be tne delivery by said trustees, t» the persons entitled 
thereto, of trust certificates hereinafter orovided for, equal at 
par value to the par value of tne stocks of the said Standard Oil 
companies so received by said trustees, and coual to tne avoraised 
value of the stocks of other comortniecs or partnerships delivered to 
said trustees. (The said aopraised value shall be determined in.a 
sanner agreed upon by the v-rties in interest and said trustecs.) 
It is understocd and agreed, however, tnat the -aid trustees may, 
with any trusi funds in tnocir hands, in addition to the -iode avcove 
orovided, purchase the bonds and stocks of other companies engaged 
in business similar or colla teral to the business of said Standard , 
Oil companies on such terms and in such inode as they may deem ad- 
visable, and shall hold the same for the benefit of the owners of 
said trust eggs ahel tes and may sell, assign, transfer, and pledge 
such bonds 2nd stdcks whenever they aay deem it advantageous to said 
trust so to do, 


III. Tne trusts upon whicn said stocks shall be held, and the 
number, .powers, and duties of said trustees, shall be as follows: 

1) The number of trustees shall be nine. 

2) J. D. Rockefeller, O. H. Payne, and Wm. Rockefeller are 
hereby aopointed trustees, to hold their office until the first 
Wednesday of April, A. D. 1885. 

(eyo. Bostwick, H. M. Flagler, and W. G. Warden are hereby 
appointed trustees, to hold their office until the first Wednesday 
Gromer, A. 2D. 2884. 

(4) Chas. Pratt, Benj. Brewster, and John D. Archbold, are 
hereby appointed trustees, to hold taeir office until the first 
Wednesday of April, A. D. 1883. 

(5) Elections for trustees to succeed those herein appointed 
shall be held annually, at wanich election a sufficient number of 
trustees shall be elected to fill all vacancies occurring either 
from expiration of the term of office of trustee or from any other 
cause. All trustees shall be elected to hold their office for three 
years, except those elected to fill a vacancy arising from any cause 
expiration of term, who shall be elected for the balance of the 
term of the trustee whose place they are elected to fill. Every 
trustee.shall hold his office until his successor is elected. 

(8) Trustees shall be.elected by ballot by the owners of 
trust certificates or their proxies. At all meetings the owners of 
trust certificates who may be registered as such on the books of 
the trustees may vote in person or by oroxy, and shall have one vote 
for each and every share of trust certifics tes standing in their 
names; but no such owner shall be entitled to vote upon any share 
waich has not stood in his name thirty days rior to the day ap 
pointed for the election. The transfer books may be closed for 
thirty days imiediately preceding the annual election, . A majority 
of the shares represented at such election shall elect. 

(7) The annual meeting of the owners of said trust certificates 
for the election of trustees and for other business ahall be held 
at the office of the trustees in the city of New York on the first 
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Wednesday of April of each year, unless the nlace of iecting be 
changed by the trustees, and saiduceting may be adjourned from day 

to day until its business is completed. Specisl meetings of the 
owners of said trust certificates may be called oy the aajority of 
the trustees at such times and olaces as they ay appoint. It shall 
also be the duty of the trustees to call a soeccial meeting of holders 
of trust certificates whenever requested to do so by a detition 
Signed by the holders of 10 per cent in v7lue of such certificates. 
The business of such special wcetings shal. be confined to tne ob- 
ject soecificd in the notice given therefor. Notice of the tiie 

and place of ell «wectings of the owners of trust certificates shall 
be given by »xersonal notice as far as possiolse and by oublic notice 
in one of the principal newspapers in each State in which a Standard 
Oil Co. exists at least ten days before such weeting. At any meet- 
ing, a majority in the value of the holders of trust certificates 
represented consenting thereto, by-laws .iay be made, amended, or 
repealed relative to the ode of election of trustees and other busi- 
ness of the holders of trust certificates; »rovided, however, that 
Said by-laws shall be in confor.ity with this agreement. By-laws 


wiay also be made, amended, and revealed at any imeccting, by and with 
.the consent of a majority in value of the holders of trust certificate 


which alter this agreewuent relative to the number, powers, and 
duties of the trustees and to other matters tending to the uiore effi- 
cient accomplishment of the objects for which the trust is created, 
provided only thak the essential intents and purvoses of this agree- 
ment be.not thereby changed. 

(8) Waenever a vacancy occurs in the bosrd of trustees wore than 
sixty dsys orior to the annual meeting for the election of trustecs, 
it shall be the duty of the remaining trustees to call a meeting of 
the owners of the Standard Oil Trust cortificates for the purpose of 
electing a trustee or trustecs to fill the vacancy or vacancies. If 
any vacancy occurs in the board of trustees, from any cause, within 
sixty deye of the date of the annual secting for the election of 
trustecs, thc vacancy may be filled by a majority of tne reusaining 
trustees, or, at their option, may remnin vocent until the annual 
election. 

(S) If, for any reagon, at any time, a trustee or trustees ahall 
be aopoisted by any court to fill any vacancy or vacanciés in said 
board of trustees, the trustee or trustees so apnointed shall hold 
his or the representive office or offices only until a successor or 
successors shall be elected in the manner above »srovided for. 

(10) Whenever any change shall occur in the voard of trustees, 
the legal title to the stock and other property neld in trust snall 
oass to and vest in the successors of said trustees without any formal 
transfer thereof; but if at any time such formal transfer shell be 
deewied necessary or advisable it shall be tne duty of tne doard of 
trustees to obtain the same, and it shall be the duty of any retir- 
ing trustee, or the adwinistrator or executor of any deceased trustee, 
to make said transfer. 

(11) The trustees snall prepare certificates, waich shall show 
the interest of each beneficiary in said trust, and deliver tnem to 
the persons vroperly entitled taereto. hey saall be divided into 
shares of the par value of $100 each, and shall be known 2s "Standard 
Oil Trust Certificates," and shell be issued subject to all the 
terms and conditions of this agreement. Tne trustees shell have 
power to agree upon and direct the form and contents of said certi- 
ficates, nd the iuode in which they shall be signed, attested, and 
transferred. The certificates shell contain an express stipulation 
that the holders thereof shali be bound by the terms of this agrec- 
ment, and by the by~laws herein provided for. 

(12) No certificates shall be issued exceot for stocks and bonds 
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held in trust, as herein provided for, and the par value of certifi- 
cates issued by said trustees shall be equal to the par value of 
the stocks of said Standard Oil Co.panies, and the aopraised value 
of other bonds and stocks held:in trust. The various bonds, stocks, 
and moneys held under said trust snHall be neld for all parties in 
interest jointly, end the trust certificates so issucd shall be the 
evidence of the interest seld by the several parties in this trust. 
No duplicate certificates shall be issued by tne trustees except 
upon surrender of the original certificate or certificates for can- 
cellation, or upon satisfactory proof of the loss thereof, and in 
the latter case they snall require a sufficient bond of indewnity. 


(13) The stocks of the various Standard 0il Companies held in 
trust by said trustees shall not be sold, assigned, or transferred 
by said trustees, or by the beneficiaries, or by both combined, so 
long as tue trust endures. The stocks and bonds of otner corpora-— 
tions held by said trustees may be by thew exchanged or sold and 
the oroceeds thereof distributed pro rata to the holders of trust 
certificates, or said proceeds may be held and reinvested by said 
trustees for the purposes and uses of the trust; provided,. nowever, 
that said trustees may from time to time assign such snares of 
stock of said Standard Oil Comopanies as way be necessary to qualify 
any person or persons chosen or-to be chosen as directors and officers 
of any of said Standard Oil Co.upanies. 

Le). Tt Ebay be the duty of said trustees to receive and safely 
to keep all interest and dividends declared and naid upon any of the 
said bonds, stocks, and .onevs held oy them in trust, and to dis- 
tribute all moneys received from such sources or from sales of trust 
property or otherwise by declaring and paying dividends uoon the 
Standard Trust certificates as funds accumulate, which in their 
judgment are not needed for the uses and expenses of said trust. The 
trustees snall, however, keep separate accounts and receipts from 
interest and dividends, and of receipts from sales or transfers of 
trust property, and in making any distrioution of trust funds, in 
which moneys derived frou sales or transfers shall be included, 
shall render the holders of trust certificates a statewent snowing 
what emount of the fund distributed has been derived from such sales 
or transfers. The seid trustees may be also authorized and empowered 
by a vote of a majority in value of holders of trust certificates, 
whenever stocks or bonds nave accumulated in their hands from money 
purc-ases tnereof, or the stocks, or bonds held by them nave in- 
creased in value, or stock dividends shall have been declared by 
any of the co“upanies wonose stocks are held by said trustees, or wnen- 
ever from any such cause it is deemed advisable so to do, to -increase 
the amount of trust certificates to the extent of such increase 
or accumulation of values and to divide the same among the versons 
then owning trust certificates pro rata. 

(15) It shall be the duty of said trustees to exercise gereral 
Supervision over the affairs of said several Standard Oil Cowoanies, 
and as far as practicable over the other companies or partnerships, 
any portion of waose stock is neld in said trust. It shall be their 
duty as stockholders of said comoanies to elect as directors and 
officers tnereof faithful and competent men. They may elect tnrei- 
selves to such positions when they see fit so to do., and shall 
endeavor to have the affairs of said cotioanies managed and directed 
in the sianner they ‘waay deem most conducive to the best interests 
of the holders of said trust certificates. 

(16) All the powers of the trustees may be exercised by a ma jor- 
ity of tnaeir number. They may apvoint from their own number an 
executive and other comnittees. A majority of each comuittee shall 
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exercise all the vowers waich the trustees may confer upon such com-— 
mittee. ‘ 

(17) The trustees may employ and vay all such agents and attor- 
neys as tney may deem necessary in the management of said trust. 

(18) Fach trustee shall be entitled to a salary for his ser- 
vices not exceeding twenty-five thousand dollars per annum, except the 
president of the board, who may be voted a salary not exeeeding thirty 
thousand dollars per annum, which salaries shall be fixed by said 
board of trustees. All salaries and expenses connected, with or growing 
out of the.trust shall be paid by the trustees froma the trust fund. 

(19) The board of trustees shall have its principal office in 
the city of New York, unless changed by vote of the trustees, at which 
office, or in some place of safe deposit in said city, the bonds and 
stocks shall be kept. The trustees shall have power to adopt rules 
and regulations pertaining to the meetings of the board, the election 
of officers, and the .aanagement of the trust. 

(20) The trustees snall render at each annual mecting a state- 
ment of the affairs of the trust. If a termination of the trust be 
agreed upon, as hereinafter provided, or within a reasonable time prior 
to its termination by lapse of time, the trustees shall furnish to 
the holdersof the trust certificates a true and perfect inventory and 
appraisement of all stocks and other property held in trust, and a 
statement of the fimancial affairs of the various companies wnose 
stocks are.héid in /trust. 

(21) The trust shall continue during the lives of the survivors 
und survivor of the trustees in this agreement named, and for twenty- 
ane years tnereafter; provided, however, that if’at any time after the 
2xpiration of ten years two-thirds of all the holders in value, or if 
after the expiration of one year 7O per cent of all the holders in value 
if trust certificates shall, at a meeting of holders of trust 
jertificates called for that purpose, vote to terminate this trust at 
xome time to be by toem then and there fixed, the said trust snall 
rerminate at the date so fixed. If tne holders of trust aycertificates 
shall vote to terminate the trust as aforesaid, they may, at the same 
ieeting, or at a subsequent meeting called for tnat vurpose, decide 
29y vote of two-thirds in value of their number the mode in wnich the 
iffairs of the trust shall be wound up, and whether the trust .oroperty 
shall be distributed or whether part, and if so, what part shall be 
\ivided and what part sold, and whether such sales shall be public 
iY private. The tmustees, who shall continue to hold their offices 
‘or that purpose, snall make the distribution in the mode directed, 
rr, if no mode be agreed upon, by two-thirds in value as aforesaid, 

‘he trustees shall make distripoution of the trust property according 
‘Oo law. But said distribution, however made, and whether it be of 
Toperty, or values, or of both, shall be just and equitable, and such 
.§ to insure to each owner of a trust certificate his due proportion 
f, the trust property or the value thereof. 

(22) If the trust shall be terminated by the expiration of the 
ime for which it is created, the distribution of the trust property 
hall be directed and made in the wsode above provided. 

23) Tais agreement, together with the registry of certificates, 
ooks of accounts, and other books and papers connected with the 
usiness of said trust, shall be safely kept at the principal office 
f said trustees. 

Signatures. ) 


var a tal 
ee | tat 
ie 


‘naibe douse coms rotiod thin eestacrts ent Woksw exe 


“otda hans « stone deca ite wid bene votumte ¥ 
. Jeutt S188 To SHOL eR aie old, af | 
“tes ald tal yoalae & Gt. beleiies od. 
erly fqesne .ouans aq Atallah. Saeaiidy ove 

“7 it vi ee auae LHesoks, uh rote ‘Vista B badov od. You il 1 ted hohe s 
bbse Wd. HOxtt od Eiade ackteiae do (lw isms teq. ae 
BLimoTR TO, Ly. betosanes BOQ AGRS . £ Mis. BOLE 
ReuS: dene oat Rett spore ign ost Ae) bing. od: titide we 
| ch 082320 Lego masala - ever J Pele Beara aay 16 ee on 


re: abaod add are bis 2a ad sleagak 
eeluy TQoks oF ‘gags Me vod [Lecce acbdaled: ont ; 4 
iToy fajg tL o ony - Me: ated oc . to. pose ‘tts Oi: ashy: ov, an 7 Se iee: ‘ato 
ce aa Tent Ghd Ay tretegenel, eft bas . 

~o ora’ & Saheooe Le unns dogs hee wooet Liane’ agetayid oat 
a Teute gad 3G Holipet nage: “ve RUST one To. atietia 


ae deh & I | fla se: Sab ivory, toy han Laon ae 


Soot cet ee te sod oi kd: Se. saqgeti yd: nok tee ee 
me aby Eby ee ye ag DR. east of apteoriipieo tgewiy od? te 
Bh MR 06 esau Bred VOSLITO TO- igo hates <a anoota: Ls tO. Ey 
BAO ae pattie hey BO LADY: . Paes to aAtignis: Isionsentt ant to 
RPL ; ~feutd) ak biga 
STON Vive She Te Bold: ¢ pat Petits exit Ftp itsse- taatt off fa 
wern ows hs bis bowed "oe ee eidg mi aoa tasty” ett to 
ony Ft® ois ys STL weds ,. Tavera bebivorg - ptetivate: 
ti 10 ,aufev at avoblod edt die to abtidd-ond away wed % 
siilev al ateblod edt Lie to treo ten 0. tesy ono BO aot eete 
Arey to sisbien to gciteon 6 #6 fede eodestte 


j tae gtenrted ag edoy .Shoquuy tact <0t Bedlag : 
rautt Blew sad. ,bextt oxen Bag aeds med ve od 


Coreol rir teogas Ten Ry .2o arab lod ant. 2 «DaRIT os eaten ade & 
mse oft If veo Pais, .hesectots Ba hawtd edd otéainted oF 
b9@b.\, eee 3 woe .¢ o Y belies Ait? Te e3 "PHSLDe adva. 8. ts. 

oft doicwook abou: ot tedmun attend. to eoley ob ebaldd-cee 
yitecotq. tent, odd todtedw bas .dy bowew ed Dede gaurd gee 
ad iiece tteq tage .o6 B ay et: Seika s | tsilteow.to Detuditta 


6 Rue ie) ate ¥ A n 
ffoug ed Lista eolea dome SSareie bas ,hloe ttaq sanm 
ttto tied? bied. os eunivaes tiate odw .soetaum? eat 


. boetostth oboe edt ab pottieure Eb elt gisw Liede ,.oaod 
~oisestorts 8s aulev al ab tind ows WG. Mokrar (bee tye odi Shon . 
gribtooos vyirecotg geutt sdf 46 mokeui bagels eiay Diede 
} OG F2 id Hae oben tevewod soitudistel were 
; 


dub sid ey sottisted faued. s <a: 16AWO dose: ot 
, tee ted? suisv eft 16 ceragey § 
Tap of vd bowpatwted ed. Lihede fayat sar be 
($ ott to motévdit#etS edt .Seteete af ti a 
bobivete svete ebor odt web aban bas hetoe' 
.geteolti¢ces to yttatgor edt dtiw tedtonod ,taeusetye Bin 
id Afviw pDetoenaes eteqeg bas axood 4edto bas eats 
agltTto doy totd re onde FB, ae tietes. bona til Sabu! 


“255— 


SUPPLEMENTAL AGREEUENT 


Whereas in and by an agree.ient dated January 2, 1882, and known 
as the Standard Trust agreement, tne parties thereto did mutually 
covenant and agree, iter alia, as follows, to wit: That corporations 
to be known as Standard Oil Companies of various States should be 
formed, and that all of the prooerty, real and personal, assets, and 
business of each and all of the corporations and Limited partnerships 
mentioned or embraced in class first of said agreement should be trans- 
ferred and vested in the ssid several Standard Oil Companies; that all 
of the property, assets, and business in or of each oarticular State 
should be transferred to and vested in the Standard Oil Company of 
that oarticular State, and the directors and managers of eacn and all 
of the several corporations and asséciations mentioned in class first 
were authorized and directed to sell, assign, transfer, and convey, and 
make over to the Standard Oil Company or Companies of the proper 
State or States, as soon as said corporations were organized and 
ready to receive the same, all the property, real and personal, assets 
and business of said corporations or associations; and whereas it 
is not deemed expedient that all of the companies and associations 
nentioned should transfer their-oroperty to the said Standard Oil 
Jompanies at the present time, and in case of some companies and 
xassociations it may never be deemed exnedient that the said transfer 
should be made, and said companies and associations go out of existence; 
ind wnereas it is deened advisable that a discretionary power should 
Xe vested in the trustees as to when such transfer or transfers snould 
sake place, if at all: Now, it is hereby mutually agreed between the 
yarties to the said trust agreement , and as supplementary tnereto, 
what the trustees named in the said agreenent and their successors 
shall have the power and authority to decide what companies shall 
sonvey their property as in said agreement contemplated, and when 
the said sales and transfers shall take place, if at all, and until 
jaldstrustees shall so decide, each of said companies shall remain in 
xistence, and retain its property and business, and the trustees 

shall hold the stocks thereof in trust, as in said agreement pro- 
fided. In the exercise of said discretion the trustees shall act by 
» majority of their number as provided in said trust agreement. All 
vertions of said trust agreement relating to this subject shall be 
‘onsidered so changed as to be in harmony with this supplemental 
reemnent. 


In witness whereof, the said parties have subscribed this 
greesent this 4th day of January, 1882. 
, (Duly signed by the same parties, ) 
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THE HOLDING CORPORATION - I. 


Contents 

Relation of econo.sic and legal conditions to the character ofthe 
industrial organization, p. 390; transition from individual foprie tox 
to the corporation, p. 390; and from corporations to groups of 
corporations, p. 391; evolution of the holding corporation tarough 
the combination and the trust, p. 392; origin of the stock holding 
nethod of control as illustrated by the Baltimore and Ohio, The 
Pennsylvania, The Chicago and Northwestern, and the Western Union 
Telegraph company, p. 400; structure of the holding company, p. 407; 
the normal and abnormal types, p. 410. 


The particular form of organization adopted for the purpose of 
administering the business affairs of any industrial enterorise is 
determined chiefly oy the character of the business, the social and 
woral development of the parties interested, and finally, tne 
legal regulations of the country within which the operations are 
conducted. Thus, so long as individual workmen esiployed only hand 
tools, small shops owned and directly managed by the leading artisans 
were universal. When, late in the eighteenth century, tne inventions 
of Hargreaves, Arkwright and Cromoton revolutionized the wethods of 
manufacturing not only in the textile industry but in other lines, 
and indicated the lines of future progress of all important branches 
of industry, the organization of business establishments slowly but 
surely went through the changes necessary for their adaptation to 
the new economic and industrial conditions. Consequently, the | 
partnership partially supplanted the individual vroprictor, and 
later the corporation, first used on a considerable scale by the 
Roman administrators for public purposes, after being vractically 
abandoned for more than a thousand years, owing to the primitive 
conditions in industry and the low comsercial standards in business, 
was revived in the most advanced industrial nations and nas proved 
80 well adapted to modern conditions that it has succeeded in almost 

entirely supplanting both the individual proprietor and the _ 
partnership in every field where massed cavital and labor has been 
demanded by modern conditioms of trade and industry. 


The transformation in industrial methods and in the administra- 
tion of industrial establishments caused by the invention of machin- 
ery and the development of steam as a motive power was followed by 
@ second stage in industrial revolution, in which independent indus- 
trial establishments of immense econo.aic power were brought into 
close yuarters, and large rewards were offered the victors in the 
struggle, provided they would fight to the finish. This second 
stage was the result of the cheap and rapid communication through 
the railroad, telegraph, and telephone. The normal effects of the 
introduction of cheap transportation would undoubtedly have been 
far-reaching enough to cause a marked readjustment of the rclations 
of existing industrial units. But under the influence of the 
laissez-faire ideals, so powerful during the past century, the 
railroad, the chief instrument in bringing about the second transi- 
tion, were encouraged to compete with each other by law, by pubdlic 
opinion, and by financial success; and in so doing they neccessarily 
introduced abnormal conditions into the relationships between exis t- 
ing industrial establishments, which gradually forced the larger 
and more fully developed establishments to enter into open warfare 
with every other establishment of its own kind. This condition 
of affairs began to have its necessary effect in the decade imsediately 
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preceding the Civil War; during this ocriod the smell plants in 

the capitslistic industries were rapidly abandoned, and the larger 
plants were improved in quality and enlarged in size to eet the 
unusual conditions forced uvon thei by the operation of the la of 
decreasing cost of manufacture and the introduction of railroad 

rates based upon what the traffic would bear. The Civil War served 
to delay the .ovement for at least ten years; by 1870, AOWEVET , 

the movement was again in full force and manifested itself particular~ 
ly in those industries where cheap railroad rates brought manufacturer. 
naturally separated by distance into close business proximity, or 
where manufacturing was localized in some oparticuler section of 

the country owing to natural conditions. The inevitable results of 
such conditions were oerceived earlier by the sanagers of railroads 
than by the managers of manufacturing establishments. Consequently, 
even before the Civil War, the former began the extension of their 
lines for the purpose of facilitating tarovgh traffic, and at the 

same time were busy securing control of comoeting lines in order to 
prevent traffic wars. 


The first movement was fostered by the States in the interest 
of economy and to enable their own manufacturers to enter into 
competition with those of other States. The latter movement was 
effected by the railroad managers themselves,in spite of the opposi- 
tion of public opinion and oublic law, by every device known to an 
ingenious and inventive race. The immediate and necessary effect 
of the extension and the consolidation of the railroads was to give 
to manufacturers who could offer a larger tonnage an advantage over 
their swaller and less advantageously situated neighbors, Where 
these condittons were allowed to work out the results, the smaller 
plants were abandoned after a struggle sore or less protractcd, 
and the larger ones increased their capacity to fill the demands 
of the market. Thus the vrocess was not only destructive to the 
weaker plants, but costly to the larger ones; for the former did 
not abendon the field without a struggle, during which low orices 
and unususl expenses made it impossible in many cases to realize 
the cost production, much less the ordin-ry rate of vrofits. 


Wh2ot then w-s the remedy for such conditions? During tne last 
half century the answer has been worked out, partially at least, 
in every country where modern metcods of ianufacturing and modern 
means of transportation have been introduced on a large scale. The 
answer is: Devise and establish a system of law and order among 
industrial establishments similar to that which govern.ents have 
ordained to perpetuate, adjust and harmonize the relations and 
interests of individual citizens. In working out the details of 
this problem, viz., the organization of industrial establishments 
into societies of wore or less vermanence, three principal forms 
of union have been evolved. These are: the combination, the trust, 
and the holding corporation. 


I. The combination is simply an agreement or contract between 
independent industrial establishments which limits their former 
independence in the particulars covered by the contract, but leaves 
each free in every other respect. Thus a group of manufacturers 
agree not to sell below a certain price for a period of one year; 
this is a price combination. Or they agree to sell only within a 
certain geographical area; this is a territorial combination. Or, 
to manufacture only a certain quantity during a given veriod; this 
is 4 production combination. Or, to share sales according to a 
prearranged schedule; this is a sales combination. Or, to divide 
the profits in a similar way; this is a profit-sharing combination. 
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Combinations of the sever) kinds nvove described sprang up 
in the United States during the lnter sixties and were the character- 
istic feature of the industrial development of the period from 18% 
to 1882. During the seventies, combinations were formed in many 
imporveant industries in Germany and to a much smaller extent in those 
of England, France, and the wore advanced counties of the Continent. 
From the very beginning in the United States taese combinations 
were generally held to be illegal at common law, ond by 1890 the 
common law had been supplewented in a wajority of the States by 
statutes prohibiting the formition of combinations and oroviding 
severe penalties for those found to be parties to such orgwizations. 
Consequently, while in the various European countries, especially 
in Germany, where combinations were enforceable at law, consolida- 
tions in this form have continued to flourish to the present time. 
They were generally abandoned in the United States in tne eighties 
and a new and stronger form of union devised to take their place 
in the industrial system. 


II. In the American system the trust was the direct successorof 
the combination. It is said to have originated in the fertile 
brain of Mr. S. 0. T. Dodd of the Standard Oil Company, although 
the facts in the case indicate that it was a gradual evolution 
rataer than the invention of any one sian. In fact, the trust was 
the union of three ideas, all of which were’ in actual operation at 
the time the trust first appeared. First, the combination of indwe- 
trial enterprises; second, the development of a common cody of stock- 
holders in a grouo of related corporations, and third, the common 
law trust. 


The first of these ideas had developed naturally enough from 
the existing conditions, but was found impracticable in the United 
States, owing to public disapproval enforced througn the coimon 
end statute laws. The second was, as appears from tne investiga- 
tions of the United States government, a characteristic of the 
petroleum industry in the seventies, resulting in the informol 
trust of 1879. The informal trust of 1879, combined with the two 
preceding ideas, had all the essential elements of the trust of 
January 1, 1882, invented by Mr. Dodd especially for the Standard 
Oil interests. 


The trust consisted in simply exchanging stock in a groun of 
related corporations for trust certificates issued by a vooard of 
trustees acting for the combination in question. The trustees, be- 
ing elected by the holders of the trust certificates, were of course 
responsible to them for the general management of the trust. Their 
important work, however, consisted in the election of directors for 
the companies whose stock constituted the sole assets of the trust, 
and through such directors to operate and control the companies in 
a harmonious consolidation. 


The trust possessed all the advantages of the combination and 
in addition certain other economies which the combination, on account 
of its form, could never attain. It could regulate and maintain 
prices, it could determine and thus limit the output, it could 
divide territory if such a policy was deemed advisable, it wuld 
distribute the work among the several factories in such a way as to 
secure the lowest cost of vroduction, and by virtue of its organiza- 
tion, the profits were shared in accordance with the value of the 
Several properties consolidated into the trust. In addition to 
these advantages, all of which might be secured throygh the combina- 
tion, the trust wiade it possible to secure the economies of central- 
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ized management and concentrated production. Since the trustees 
controlled the election of the directors in tne several constituent 
companies, they could through such directors consolidate the admin- 
istration by appointing a general sales agent, a generalmanager of 
a11 manufacturing plants, a general wuditor, and a general treasurer. 
While tne accounts of the several companies must be kept separate, 
stendaria methods in all departments could be introduced. The com- 
parative method could thus be installed and tae efficiency of the 
various departments tested. Production could be concentrated in 

the plants where the cost was found to be the lowest, and ouildings 
and sites not so well adapted for manufacturing could be sold for 
other purposes or abandoned altogether. In short, the trust was 

an economic instrument capable of securing all the advantages possible 
under consolidated managenent. 


The success of the Standard Oil Trust was so pronounced that a 
number of the larger combinations followed its example and trans- 


‘formed their combinations into trusts. That this form of orzaniza- 


tion was not wore widely -dopted was due to several causes, among 
which the following are the moré important: 


1. The difficulty of adjusting the valuation of the several 
properties transferred to the trust in such a way as to weet the 
approval of the interested porties, and 


6. The decision of the New York Court of Appeals and the Suoreme 
Court of Ohio to the effect that the trust was an illegal form of 
combination. 


1. Since the trust agrecwent was in effect a permanent consolida- 
tion of property rights of the partics to it, tne veluation put 

upon the properties of the several corporations united was of the 
utmost importance. The valuation determined the voting rights of 
the holders of trust certificates and the percentage of earnings n 
the form of dividends which accrued to each of the meabers. Unless 
an agreement could be reached as to the comparative value of the 
several properties, the plans looking toward the formation of a 
trust in any industry must necessarily be aoandoned. iforeover, dur- 
ing the period in which the trusts were being formed, the science 

of accounting in this country was in its infancy. Consequently, 
while as in the Standard Oil Trust Agreement, it was generally 
agreed that the property of each corporation should be out in at 

a "fair" valuation, auch valuation was reached as the result of a 
bargain in which the weaker plants took what was offered them or 
stayed out of the agrecment at their peril. 


_ This difficulty was sufficiently great to prevent most combina- 
tions from adopting the trust form during the period within which 
it was legally permissible. 


2. On the sixteenth of April, 1888, the attorney-general of 

the State of New York was netitioned to bring suit against the Sugar 
Refineries Gompany and the North River Sugar Refining Company, one 
of the constituent companies of the Sugar Trust. In the oetition 

it was contended that the Sugar Trust had assumed all the ordinary 
powers and privileges of a corporation without possessing a charter, 
and in addition had gained a monopoly in the manufacture and sale 

of sug2r; that the North River Sugar Refining Company had entered 
into an agreement with certain othor sugar refining companies named 
in the petition, and in accordance with its terms had surrendered 
its stock to the Sugar Trust. For the defence it was contended that 
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the stockholders in surrendér. ing tneir shares to tne voard of 
trustees wer acting for tneuselves individually, and that tnerefore 
the corporation could .iot be held for their acts. In addition it 
was also argued that even if the action of the stockholders could be 


imputed to the couwpany, such act was legal. 


In fiay, 1890, a month preceding the final decision in the Sugar 
Trust case, a similar action was brovght by the attorney-general of 
Ohio in ‘the Supreme Court of that State against the Standard Oil 
Company of Ohio, praying for the forfeiture of that corporation's 
charter on substantially similar grounds. In this case the Standard 
Oil Couwpany defended its acts along the same lines, and in addition 
on the ground that even if its acts were held to be illegal, the 
statute of limitations afforded vrotection to the corporation. 


Each of these cases raised the same fundamental questions of 
economic policy, nawely, are the acts of the individual members of 
a corporation, when conducted with substantial unanimity and with 
the same end in view, so that the business and property of tae corpor- 
ation is affected in substantially the same way as though the action 
had been a formal one by vote of the stockholders and directors, the 
acts of the corporation itself? Secondly, are corporations cnartered 
for specific purposes permitted under the law to enter into partner- 
ship arrangements with other similar corporations? and, thirdly, 
when the union of- corporations under the trust form brings aoout a 
condition such that competition is vartially or completely destroyed, 
and the public thus deprived of its benefits, is any relief provided 
umMer common or statute law? In each case tne defendants admitted 
that the trust agreement had been entered into; that the parties 
to it were the stockholders of the several corporations; that the 
purpose was to effect economies 2nd in general to protect the inter- 
est of the several members. It was contended that ea corporation is 
a distinct legal person; that it could be bound only by action 
taken in the regular way--ta°-t is, through a vote of tae stockholders 
or directors; that no suca agrecmbnt had been entered into by the 
corporations against which the suit was brought; that tue stock had 
been transferred by the individual stockholders to the trustees 
in the regular way, and that the corporations had no power or auth- 
ority to prevent such transfers even had they so desired; also, that 
the corporate existence was maintained, the corporations were per- 
forming their duties in the ordinary way, and the earnings were 
being divided among the legal holders of stock, as was required by 
law. Consequently, it was urged that the corporations as such were 
entirely innocent of the acts charged against them and the suit 
should be dismissed. In behalf of the government it was argued 
that an agreement is illegal and void if it creates a ovartnershinp 
between corporations, or if its orobable operation and effect is to 
create a substantial inonovoly, and that when a corporation submits 
to the domination of an agency unknown to the statutes, or takes 
part in an agreement injurious to the public, it forfeits its 
chartered rights. Finally, that each corporation against which suit 
was brought had becone a party to such an agreement through the 
practically unanimous action of the individual members of the var- 
lous corporations. 


The reasoning of the judges in the two cases followed the same 
general lines. The charter was granted to the signers of the 
original certificate of incorporation. The shareholders are their 
successors and representatives. As their successors ond repre- 
sentatives trey owe a duty to the State to maintain the integrity 
of the corporation and to see that it is devoted to uses not contrary 
to the public policy of the State. In the words of the court: "The 
state gave the franchise, the charter, not to the impalpable, in- 
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tangible snd almost nebulous fiction of our thought, but to the 
corporators, the individunls, the acting snd living men, to be used 
by tnem, to redound to their benefit, to strengthen their hands 
and god energy to their capite1.; If 1t ist. ken away,, it is taken 
from thon 2s individuals and corporators, and the legal fiction 
diszpocars. The benefit is theirs, the punishment is tacirs, cnd 
both must attond and depend upon their conduct; and when they all 
act collectively as on aggregate vody, witnout the least exception, 
and so acting reach results and accomplish Brite es clearly cor- 
porate in their character and affecting th mabe ay nmdence, the util- 
ity, of tne corporation itself, we cannot he sitate to conclude that 
this has been corporate conduct which the BtatC mav review, snd 
not to be defcated by the assumed innocence of convenient fiction." 


The trust, having been declared illegal by the nighest court, 
both in New York and Ohio, was sboondoned by the several org2niza- 
tions tnat had been opersting under this form of union. The Sugar 
Trust was converted into 2 corporation with 2 New Jersey cnarter, 
trust certificates were exchong ed for shares in this corporation, 
the new co.upany purchased the 2sscets of the several corporations 
which united to form the trust, and the severel constituent corpora— 
tions were duly dissolved, the mroceeds of the sale of tne personal 
property being divided among the various shareholders. The Stand- 
ard Oil Trust sdopted a different plan. The trust fora was of 
course abandoned, ‘but instead of forming a central corvorstion, 
the holders of trust certificates were given in exchrnge taeir 
vroportionate part in the snares of the several Standard Oil cor- 
porations waich wade ud the original trust. As a result the Stand- 
ard Oil properties were still united by the tie of a commaon oody 
of stockholders. 


Neither the organization adopted by the Sugar Trust nor that 
devised by the Standard Oil Comoany possessed the characteristics 
necessarily demanded for a permanent form of consolidation. The 
former, nawiely, the dissolution of the subsidiary corporations 
and tne sale of the real property and other assets to the central 
corporation, would in many instances involve the surrender of 
valuable franchises and other rights inseparably connected with the 
corporate existence of the subsidiary como.anies. the sore 
valuable such rights the greater the loss incurred by the adoption 
of the absolute merger. The latter form, the transference of equal 
fractional parts of the stock in many small corporations to the 

awe grouo of stockholders, while obviating the difficulty imposed 

by the first wethod, made it probable that the consolidation would 
be destroyed sooner or later by the sale of stock to outside inter- 
ests. What was demanded was a form of organization that insured 

the perpetuity of the organization, the permanent possession of the 
franchises end good will of the subsidinry corporations and, in 
addition, one that not only perwaitted couwplete control of tao& industry. 
but in addition favored the inauguration of all possible econouies 

of concentration in administration and manufacturing. Such an 
organization was found in the holding corporation. 


Iiix’ the’ holding corporation was not at this time on unknown 
institution. It was first used in the modest way by the railroads, 
and later adopted on a larger scale oy the railroad and telegraph 
como7nies; finally, in its complete for, it became the direct 
successor of the trust and the chief instrument of public service 
and general industrial corvorations for the permanent consolida- 
tion of entire industrial groups. 
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As early as 1832, the Baltimore & Onio Railroad Company was 
authorized by the State of Maryland to subscribe to such portion 
of the stock of the Washington Branch Road as remained unsubscribed 
after the books h7d been opened thirty days: to borrow money to 
pay the installments as they came duc, 2nd to plage the property and 
funds of the railroad co.upany for this purpose, provided a majority . 
of the stockholders should assent. A meeting of the stockholders 
was duly called and the purchase of stock in the Washington Branch 
Road authorized by a large majority, in due course of time the 
Baltimore & Ohio became the owner of 9,388 shares of the Washington 
Branch Road, or somewhat less than two-thirds of the total issue. 


Again, in 1846, the Brltimore & Ohio’ invested in the stock of 
a subsidiary railroad by subscribing for seven hundred shares, 
par value $50, of the Pittsburg & Connellsville, an important 
lateral road. This wethod of controlling railroad lines naturally 
connected with the main system has been consistently followed by 
the Baltimore & Ohio until the present time, when it owns stock 
in over eighty different corporations, amount in value to nearly 
~i ob millions of dollars, or about one-tenth of its entire 
assets. 


The Pennsylvania Railroad Coapany entered upon its distinguished 
career as a stockholding corporation as early as 1853. In that 
year, in ord:r t6 control the western connections which it desired 
to assist, this company secured the passage of a soecial act oy 
the Pennsylvania Legislature, authorizing it to subscribe to the 
capital stock or guarantee the bonds of other companies, to the 
extent of fifteen per cent. of its own paid up capital stock. 
Under the autho?tity thus granted, the Pennsylvania exchanged 
stock with the Marietta & Cincinnati to the extent of $650,000 par 
value, with the Maysville & Big Sandy to the extent of $100,000 
par value, with the Ohio & Indiana to the extent of $300,000 par 
value, with the Ohio & Pennsylvania to a like amount; and with the 
Springfield, Mt. Vernon & Pittsburg to the extent of $100,000. 


Although investments in the stock of several of the above roads 
proved a failure from a strictly financial pdint of view and were 
later charged to profit and loss, the policy inaugurated by the 
company was pursued with great vigor during next two decades, and 
finally led to the creation of the. »Pennsylvania Company, the 
first pure holding corporation which the writer has been able thus 
far to discover. The Pennsylvania Company was organized by a special 
act of the Pennsylvania Legislature on April 7, 1870, for the pur- 
pose of centralizing and controlling the stocks in western railroads 
owned by the Pennsylvania Railroad Co.ipany and allied interests, and 
in addition, for providing a more convenient method of managing the 
vast network of lines from Pittsburg to Chicago and St. Louis. 


The act of incorporation, given in full in the "Corporate History," 
etc., referred to in footnote 21, in addition to the usual clause 
authorizing the railroad coupany to carry on its normal function of 
constructing railroads and carrying passengers and freight, includ- 
bd the following: "The company hereby created shall also have the 
power to make purchases and sales for investments in the bonds and 
securities of other companies." It was thougat that through the 
instrumentality of the Pennsylvania Cowoany it would be possibdle to 
obtain large economies by transferring the rolling stock of one 
railroad to another, according as the traffic conditions of the 
various lines demanded. The Pennsylvania Railroad Company thus be- 
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came substantiallv the sole owner of the capital stock of the Pennsyl- 
vania Couwpany, woich in turn owaei 2 majority interest in the 
capitel stock of the so-called Pennsylvania lines west of Pittsburg. 
In 1879 the tot2l assets of the Penasylvania Cojwoany were a little 
more than twenty-five millions, and of this amount over fiftcen 
millions was represented by securities in western lines. Twenty years 
later the assets had increased to over sixty-six millions, and the 
value of the securities owned was placed at over forty millions of 
dollars, representing about 80 per cent. of the fixed assets of the 
company. 


The Pennsylvania Railroad Company has coi.tinued to extend its 
system, largely through the purchase of securities in the companies 
it desires to control, even up to the present time. Its assets in 
other companies at various selected dates are given as follows: 


Pennsylvania Railroad Company, Securities Owned. 


Year Cost Par Value _ Total Assets. 
1866 $ 6,243,892 $ 45,850,796 
1874 52,693,419 $ 73,594,440 140,725,636 
1885 100,093, 740 133,108,746 207,891,590 
1899 120,362,495 176,354,489 384,758,979 


The Chicago & Northwestern Railway Company was enlarged June 2, 
1864, by a consolidation of the existing Chicago & Nortnwestern 
Railway and the Galena & Gnicago Union Railroad Comoany. This 
consolidation was effected, under authority granted by the States 
of Illinois, Wisconsin and Michigan, by an exchange of the stok 
of the Chicago g Northwestern Railway Company for the stock of the 
Galena & Chicago Union Railroad Couwioany. By this act the Chicgo 
& Northwestern Railway Coupany became a holding company for the 
Galena properties, although later the stock of the Galena company 
was entirely converted into the Chicago & Northwestern stock and 
its corporate existence terminated, the proverties long completely 
merged, 


Previous to this consolidation the Galena company was a stock- 
holding corporation to a limited extent. In 1854 the Beloit & 
Madison, then in process of construction, failed, was reorganized, 
and then leased to the Galena company which, after the reorganiza- 
tion, neld a majority of its stock. Just before the consolidation 
with the Galena company, the directors of the original Cnicago & 
Northwestern Railway Comoany were authorized by the stockholders 
to consolidate with the Pennsula Railroad Company, provided accept- 
abie terms could be arranged. The negotiations, although delayed 
until after the union of the Northwestern and the Galena railroads, 
were finally successful, and the consolidation was accomplished by 
exchange of stock, one-half share of common and one-half snare of 
preferred stock in the new Northwestern being given for each share 
of the Peninsula Railroad Company. Soon after the consolidation, 
the new Chicago & Northwestern Railway Company found it desirable 
to secure control of the Chicago & Milwaukee, "the only remaining 
line in competition with the roads of this company." Since it was 
feared that public knowledge of the project would prevent its suc- 
cessful consummation, the directors assumed responsibility for the 
aovement without securing authority from the stockholders in advance. 
The consolidation was effected by the exchange of stock of the 
Chicago & Northwestern Railway Company for that of the Chicago & 
Milwaukee, $1,372,000 of the preferred stock being given for 12,7413 
Shares of the Chicago & Milwaukee Company, a controlling interest 
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in the stock of the subsidiary comoany. Thus even before the Civil 
War the Chicago & Northwestern Railway Company learned the use of 
the stockholding method of controlling corporations and was aking 
use of this device as occasion oresented. At this time its total 
assets were about fortymillions of dollars, and of this over one 

and one-third millions, or over 3 per cent., was in securities in 
other couwvanies. Late in the sixties it entered upon a new policy, 
namely, the acquisition of the entire capital liabilities of its 
subsidiary lines, followed by a complete consolidation of the physi- 
cal properties. At the present time it is a large stockholder in the 
Chicago, St. Paul, Minneapolis & Omaha, and a few of its small 
tributary lines, and has recently become a small stockholder in the 
Union Pacific. 


Among public service corporations the Western Union Telegraph 
Comoany seems to have used the stockholding wethod of controlling 
rel ated and competitive lines exrliest and with the greatest success. 
In January, 1864, this co.upany arranged to exchange $1,277,210 of 
its own stock for $1,000,000 in par volue of. the stock of the Pacific 
Telegraph Comoany, for the purpose of controlling the telegraph 
business from Omaha to San Francisco. Early in the same year it 
also issued $600,000 additional stock to acquire the stock in the 
New York, Albany & Buffalo Company, and $146,500 to acquire the 
New York & Washington Printing Telegraph Company. Between October, 
1865, and July, 1869, the stock of thé Western Union was increased 
from a little over twenty-one million to apvoroximatelvforty millions, 
par value, and practically all of the new issues were used to acquire 
stock in some ten or a dozen different telegravh companies. In 
addition the company was ourchasing stock in other companies out 
of its own earnings. In 1868, $125,644.27 was thus appropriated, 
and in 1869 $145,170.60 was used in the same way. During this period 
the company was also acquiring the stock of other telegraph companics 
by issuing its own bonds and exchanging the same for the stock in 
such companies. The comoany was also purchasing its own outstanding 
stock in the open market with surplus earnings and using such 
stock, held in the treasury, to exchange with the owners of stock 
of rival companies. 


The Western Union pursued this policy consistently during the 
next ten years and finally, in 1881, succeeded in gaining control 
of its most important competitors. In that year the stock of the 
Western Union was increased to eighty millions of dollars. The new 
issue was used as follows: Fifteen millions was exchanged for the 
stock and bonds of the American Union Telegraph Company , a stock 
dividend of 384 ver cent. distributed to its own stockholders, and 
the remainder exchanged for the stock of the Atlantic & Pacific 
Telegraph Company, its leading rival, at a ratio of 3 to 5. In 
1883 the Western Union owned stock, and generally a majority interest, 
in over thirty companies, a considerable number of which it leased 
and operated directly. 


In 1887 the Western Union gained control of another rival, the 
Baltimore & Ohio Telegraph Company, and issued five million dollars 
of its own stock in exchange therefor. At the present time it con- 
trols about thirty companies by the stock ownership wethod. The 
latest development comes,however, with the announcement that the 
practical control of the Western Union itself has been secured by 
the American Telephone and Telegraph Company, through the method of 
stock ownership so vigorously and successfully used by the Western 
Union in earlier days, namely, the purchase of its stock in the 
open market and the exchange of the same for that of the holding 
company. 
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The stockholding method of controlling suosidiary corporations 
was thus not onlv well known in theory to tne financiers Or “tts 
early nineties, out w>s in actual use on a large scale when tne 
courts declared the trust illeenl and ordered the dissolution of 
the consolidations orgenized under that particular form. At tunis 
juncture the nolding corpor.tion would undoubtedly have been sub- 
stituted for the trust but for the fact that exoress autaority must 
be obteincd by a special act of some legislature before such corpor- 
ation could be formed and take over the stock of existing corpora- 
tions. That is, a corporntion could ourchase and hold stock of uther 
corporations only when expressly authorized to do so by tne statute 
or when such power could be implied as incident21l to powers olready 
granted. Since the latter clause was strictly construed oy the 
courts, practically all corporations holding stock in other corpora-— 
tions did so by virtue of some specizl act. In the year 1889, how- 
ever, this obstacle to the general use of the holding corporation 
was removed. The State of New Jersey amended her general corporation 
act by the addition of a clause providing tnat corporations chartered 
under the laws of that State, with certain exceptions, might hold 
stock in other corporations, wherever such power was deemed desirable 
by the board of directors and the right to do so was exnressly stated 


in the articles of incorporation. The opportunity furnisned by the 


New Jersey aitendment was not appreciated at once. Neither the 

sugar trust nor the oil trust officials seem to nave given the 
holding corporation any attention at the time when the trust fori 
was held illegal. Soon after this, however, the sugar comoany our- 
chased the stock of the Philadelphia refineries, thus oractically 
monopolizing for the time being the refining of sugar in tne United 
States. Suit was brought under the Sherman Anti-Trust Act in the 
Circuit Court of the United States for the Hestern District of 
-ennsylvania for the vurpose of compelling the restitution of the 
shares and the dissolution of the holding corporation. The case 

Was appealed to the Suoreme Court, where it was finally decided that 
this fora of organization was legal under the Anti-Trust Act; that 
Since tne holding co.woany was formed to consolidate the aanufacture 
of sugar, and since the business of selling sugar was -.ierely an 
incident to its manufacture, the organization was not formed fsr the 
purpose of restraining trade among the several States or with foreign 
nations. As a result of this decision the holding corporation | 
imnediately superseded all other forms 2for the organization of 
consolidations and since that time has hid no rival in its field. 


_ Inits external structure the holding corporation is identical 
with that of the ordinary corporation. I+ is composed of a group 
of individuals who own stock, elect directors, draw dividends, and 
in general perform such other duties and possess such other rights 
as usually belong to shareholders in a corporation. In its internal 
structure it differs in certain important respects from the usual 
type. In the first place, its vroperty account is comvosed of 
shares of stock in one or more corporations, varying in amount from 
@ minority interest in one small corporation to a majority interest 
in many large ones. Consequently, since the assets consist of shares 
in other corporations, the duties of the directors are linited to 
voting such shares at the weetings of the several corporations, re- 
ceiving dividends from the subsidiary corporations, and declaring 
such dividends to its own stockholders as the revenue from its 
shares of stock may warrant. 
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And, thirdly,in its fully developed form it is an organization by 
which a consid:rable number of related manufacturing plants are 
vound togetner into a permanent union. Its function is, then, to 
unite manufacturing corporations, just as the ordinary corporation 
unites individuols into manufacturing establishments. 


As voreviously stated, a holding corporation any own any amount 
of securities, ranging from a minority interest in one corporation 
to a majority interest in a group of related industrial establish- 
ments. The first type has no economic advantage and therefore is 
seldom found, except 1s a step towsrd the form-tion of the sccond 
type. The latter form of orgnnization while peraitting the continucd 
existence of sll the subordinate corporations, insures under normal 
conditions their harmonious administration 2nd operation through 
the control exercised by the central or holding corporation. For it 
will be observed that since the holding comoany owns a majority of 
the stock in each of the subsidiary corporations, the diectors of 
the central corporation are able to elect the directors of the con- 
trolled corporations and through their control of the directorates, 
are able to administer each of the subordinate corvorations as though 
the several proverties were owned directly. 


This is the condition that normally exists. Suppose, however, 
that the directors of one of the subordinate corporations naving 
been formally elected and installed in office, differ radically 
with the directorate of the holding corporation on matters of import- 
ance affecting the corporation over which they are placed in author- 
ity. Which line of policy will prevail? For the term of tneir 
office, the directors of the subordinate corporation, being legally 
in control, are in a position to carry out their own policies, 
within the restrictions fixed by the corporation law under which 
they are acting, notwithstanding the wishes of the directors of 
the holding company. When their term of office expires, however, 
the central board of directors, having the control of the election 
through the right of voting the shares owned by the holding company, 
are in every mse able to depose each of the rebcllious directors 
and substitute others who to thea seem likely to remain subservient 
to the interests of the central corporation. Moreover, it is a 
common, if not the usual thing, for the directorate of the central 
or holding company to place enough of their own members uvon the 
boards of. the several corporations controlled, to make even the 
above conditions impossible in fact, although entirely vossible 
in theory. Under normal conditions, then, the subordinate corpora- 
tions are in the long run bound to be operated in toe interests 
of the holding corporation, subject of course to sucn restrictions 
as may be imposed by law or custom in the interests of the minority 
stockholders. 


However, conditions,may exist, such for example as those pre- 
sent in the case of the United States Shipbuilding Co.pany, which 
not only prevent the holding corporation from exercising its usual 
functions in the accustomed way, but as a matter of fact render 
its control impracticable in operation. This condition exists 
wnenever any one of the subordinate corporations is larger in 
voting strength than all tne others combined, or in fact so much 
larger than any of the others that it is enabled tc dominate the 
policy of the consolidation in the interests of its own snareholders. 
In the United States Shipbuilding case, the stockholders of the 
Bethlehem Steel Company were given in exchange for their shares 
& inajority of the votes--that is, shares and income bonds with 
voting powers--in the holding corporation. The Bethlehem Steel 
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Company interests, seeing that the United States Shipbuilding Com- 
pany had been so heavily bonded that its failure was preordained, 
withheld dividends and applied its earnings to imorovements in 
the Bethlehem plant. Those formerly interested in the smaller 
comoanies of the consolidation were powerless to prevent tais 
action on the part of the Bethlehem Steel Couoany directorate, 
since the Bethlehem interests were in the majority in the holding 
company and, naturally enough, controlled not only the Bethlehem 
company, but all others in the United States Shipbuilding Co..ipany, 
in the interest of that corporation. In tnis case the outcome was 
exactly what had been forseen by the Bethlehen company. — The United 
States Shipbuilding Company failed, a receiver was appointed, 
and in the reorganization which followed the Betnlehea Steel ; 
Company wiich, although in form a subsidiary corporation, had in 
reality been in control of tne entire consolidation, took its proper 
place at the head of the organization. The cowpanies that in the 
original shipbuilding consolidation had been its copartners now 
became its subjects, and consequently the recipients of its ost ~ 
careful consideration. It is evident, both from theoretical con- 
Siderations and from the exverience of this and other cases, that 
the holding corporation in its normal and natural form is a con- 
venient method of consolidating interests naturally allied; and 
further, that its control over the subsidiary corporations, while 
indirect, is still efficient and effective. But when one of the 
subsidiary corporations is so large as to control the central 
company, the organization is perverted in form and will be followed 
oy internal dissension and disaster, until the organization is 
transformed into the normal type with a corporation which actually 
controls pvlaced in the commanding position and tne subsidiary 
corporations in their normal positions as subjects of the central 
or holdirg corporation. 

Maurice H. Robinson. 
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The holding corporation, being formed not for the purpose of 
operating factories, stores and railways, but controlling them in 
its own interest, owns in its ultimate form a majority of the vot- 
ing shares in all the corporations in which it is financially inter- 
ested. These suvordinate corporations are selected by those admin-~ 
istering the affairs 9f the holding corporation not indiscriminately, 
but with cervain definite economic ends in view. Since there is no 
direct benefit to be gained from the united management of factories, 
mercantile estavlishuents, and railways having no economic relation-— 
ship, unions of this sort under a holding company séldom if ever 
exist. The holding corporation is used to form integrations, 
concentrations, and consolidations combining both of these forms of 
union. The holding corporation is peculiarly adapted to the pro- 
motion of integrations, since in this form of union the consolida- 


ae 


- ‘#eon eff fo aisetatees ody yitmeupeanoe One .aroeTs 


eS gatstayogtde poteee- ‘be: iter 

biter erdepteicc. aw etudte?. eet heed ) 

nf atdensvotci: of againase eft beiiaer . 

catia eat of DOdeo tetas Rgsennot seorT hie 

aiid thevena of pesiiawod evew pede ook Mier, cig 
,etHtObOST LD rAcudd feet® medetdte@ add to’ ihe 

grat Lod ot a vettotem sit al eter epaenetal hen 

noc obit fog add clan on hoetlotinod dgronm hikers 

«MaeG: 2D 5 gaibiiodatde sefar® bes inl ont cd eteddo Ats 

San ov.ootue sod saad efad aT pwottetogroe tant to tee 

Sovivd oc? vase netoldied eas yi cegetot need bed 

hepatorgs apn teviodst o,f sofiAY Yasqmod guthdt 

sor? nedetddsd oft Doweilet doidw. nottexinaseaes 

Beis ee beset nod stogioo visibisdve es mot at tovedtie pao 

toqetd aft dood weitebiLoaios « otitne ont -to Loxtros ot ao 

ao rr fact esingqios st? ,mwottas neste eft to boot att 

won etenttsadoo sit peed Bed abirabt. oanoo pathd kak hie 


~pao Deotvotoort mont grod  toebive af tf snottetob 
teddy ,p6seo taddo bas ainy to gore liters ef moth Has 
—ioo 6 ef stot Latites bac Lemon ati af neivetogies 
ben choifge vitetsten etbstednt tattebtioanoe To Boats 
ef{icw -acegteteqtoo wreibiedas eat teve Eottago eek Fane. 
“eat "lo see bode iwi ,.sviteette boa saetoitto: litte a 
' fertneg one fottcoo of a8 ey tel o@ af anoitAteq@eo: 
AeProstoy ‘ed iliw bre moo? ab bod tov ie9 af mottos inept 
| at sottssinagto edt Pitter .votepeth bas coten saath fi 
ROY Ts Meng coipw oolvetori9 #s ddin egy Lomtod rr otal 
"s«ytetotadva eft Bas moti iaeg saibasmmos oat HF boo 
Isttnss edt to efootdue es ent: eog Igmton tio? af om 
| can 7 ae OLSSON TOD | 
pmoanigon {A eotiua ‘M 3 
i, sotdatogted anibion ont 
,etonorned 
Gets i fewt¢en eti hos yasqnoo Ba ‘tatos aad _ rotte Dnt 
tLororion hry gottabtfostion o¢ bie he ee YAsaoO acto 
‘Of .¢ .oaso teuet ese ogsotdd edt 78f ig ~ecgate Tages, 
sano aeitiaves® oveditey orl? 608 eq eneo vot tenrte 
gn tbl oa ane to eudada tnegetg 168.0 ,oamo TiO orebnad | 
-~teint stevirtq ot Bae eistiew okidyg ot etegiabh (88:40 of 
oxsneeet eds” ‘bas wal no Ltetoqtoo - Goi ie fee 
. a . 


Oo oBoqitye ode ue fon bomtot guted .neftaroqtoe sik 
ee Fog pip dud pth pt bet sa nen 89) 109089, 


OT ae ore ae Aye hlt y wae ar ene payer tasted al 
palgogost {oO daenepenan , badinn ony- achat Spee ona OF 
AcObeekot ofmonoee om grived eyewh let . 
19ve tt mobkba yRneono8 L geindian & % 
elo teryedal miot of beex se 
to amiot gad to stot aifakdnos & 
Brey one ee botyobo scam Fat ae. 


se pg. a a eR a a 


i SS le . 


tion of their administration 9nd not of the operating plents is the 
object sought. It narmonizes tue economic relationships of the 
establishments without disturbing the physical personality of any of 
them, 


The holding corporation is cqually well fitted to furnish a form 
of union between establishments of the same generzl character. 
When such plonts are situated so far apart thet the fields of opera- 
tions do not overlap, they are not of course competing in the 
sale of a common vroduct. In such cases, however, they are likely 
to find themselves purchasers of materials in the comaon iarket, and 
union under 2 holding corporation removes this source of economic 
conflict. Moreover, since the establishiuenis are of the sxme 
generrl character, the administration may be centralized 2nd cou- 
parative tests introduced for the ourpose of sti.sulating efficiency 
with its attendant economy. Examples of this type of consolidation 
effected through the holding corporation are most frequently 
found in the public service field, such as gas and electric light 
companies and to a certain extent street car systems located in 
several different cities. 


When the subsidiary corporations are direct competitors before 
tae forwation of the consolidation, the holding corporation is the 
direct successor of the original trust and nas to a quite remark- 
able extent perpetuated its cheracteristics and inherited in popular 
language and thought its name. The holding corporation nas in 
addition certain peculiar features which render it a more efficient 
tool in the hands of the promoting class for the purpose of uniting 
a@ group of competitive establishments. 


In tne first place, a holding corporation consolidating an entire 
industrial group may in certain cases be formed without consultation 
‘with the owners of the separate and comoeeting establishments and 
without their wutual agreement uson the terms of union. This 
way be accomplished by ourchasing in the open warket a controlling 
interest in the stock of each of the companies which it is desired 
to consolidate, the incorporation of the holding co.upany, an 
exchange of the stock of the subsidiary co.ioanies for stock in the 
holding company on terms arranged oy the comnon owners of both kinds 
of securities, and the subsequent sale of such part of the holding 
company's stock as may be necessary to secure funds to vay for the 
purchased stock of the subsidiary corporations. If the promoters 
are able to retain sufficient stock to ensure control, the consolida- 
tion will remain under their management; if not, it will still 
remain a permanent consolidation, although its control will sass 
into other hands. When the persons who originally owned the stock 
of the subsidiary companies subsequently purchase an equivalent 
amount of stock of the holding co.ipany, the new organization will 
be owned largely and entirelv controlled by the former proprietors 
of the comoeting plants. 


In the second place, since a holding company may be formed 
to hold tne stock of another holding corporation, it follows that 
by erecting one uxon another, the amount of capital necessary 
to control an industry may be reduced to a nominal amount, provided 
the orocess be indefinitely extended. 


Thus let us suppose that there are one hundred independent 
competing establishments within a certain industry and in each 
establisnhnent there is invested one million dollars of capital. 
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The total investment is thus one hundred millions of dollars, 

and a groun of capitalists must necesserily possess somewhat 

over fifty millions to be certain of control over the industry by 

any of the ordinary .ethods of consolidation. A uolding company 
with fifty-one willions of cavital stock will control all the es 
competing plants, and a group of capitalists with twenty-six «illions 
of capitel are able to permanently control the naolding corporation. 
The foruation of a second holding corvoration with twenty-six 
Millions of cavital stock will control the first holding corporation, 
and a grouo of capitalists with tsirteen and one-half iillions are 
able to control the second holding corporation, and through it, tne 
first holding company, and through that, all tne plants in tre 

entire industry. Each additional holding corporation superimposed 
upon the one preceding it reduces the awsount of capital necessary 

for the control of the industry dy 2 little less tnan one-half, and 
consequently the liuwitsto the process are found only in the practical 
considerations connected with the duplication of tne corporate 
organization. 


It is, of course, evident tnat during the process of forzation, 
that is, while the several holding corporhtions are being formed, 
it will be neces-ary for the organization to control somewhat over- 
one-half of tne total investment in the entire list of corpora- 
tions consolidated. This is, however, a banking or underwriting 
vroposition that is likely to be adjusted to »neriods of casy money 
and after the final organization is completed, capital not necessary 
for the control may be returned to its normal channels. 


In the third olace, there is no natural liwit to consolidation 
effectec through the weans of the holding corvoration except that 
fixed by the voundaries of related industries. As long as tuere 
are advantages, either temporary or vermanent, to be gained bv 
the administrative union of indevendent industrial establishdents, 
and so long as a combination of oromoters and underwriters can 
command for a limited »veriod sufficient capital to rurcnase a con- 
trolling interest in a group of corporations whicn it is desired 
to unite, the process of consolidation trough the instruaentality 
of the holding corporation finds no natural check to its onward 
course. While it would thus be tneoretically possible to effect 
&@ universal consolidation of all establishments in the corporate 
form by means of a single holding corporation, for vractical reasons 
this method is never followed. 


In the usual course of events, a holding corporation is char- 
tered to consolidate all toe estaolishients within a limited 
industrial group. A second holding corporation is formed, at the 
same tise if capital is abundant, to »erform the same work in a 
sister field. This process is continued until all the distinct 
grouos in @ great industry are u.ited into a oermanent consolidation 
througa the several sister holding corporations. A holding corpora- 
tion of a second order iiay tien be formed and acquire a «ajority 
interest in the voting shares of each of the holding corporations 
previously formed, thus controlling the several holding corporations 
of tne first order, and through tnea the subsidiary corporations 
operating all the establishments in the entire industry in question. 
The same process may then be carried out in all the great interests 
of any-country, and finally, a holding corporation éf tne third 
order formed to acquire control of all the holding corporations of 
the second order, thus consolidating the amaterial interests of any 
country woich sanctions the orowotion of such organizations. 
Morcover, the more holding corporations introduced into the plan 
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between the ultimate holding corporstion and the ultimate operating 
corporations, the less the actual capital required both during the 
formation of the grand consolidation and in the control of it 

after its formation. 


It°is thus evident that tne holding corporation is tne .iost 
efficient instrument that uo to this tiwe has been devised for’ the 
formation and control of monopolies which depend uvon organization 
for their successful operation. Since, however, such organizations 
are absolutely dependent upon the State within which they are formed 
for the right even to exist, an easy saetnod for their effective 
control or complete prohibition is not lacking. Just as the 
Elizabethan monopolies were granted by the Crown and were tersinated 
wien the Crown pleased to order their destruction, so all .ionopolies 
created end aintained through the instrumentality of the nolding 
corporation are creations of the State and way be dissolved when- 
ever the State so directs. | 


In the United States the legal status of the holding corporation 
is exceedingly complicated, not bv virtue of the nature of such 
organizations, but on account of the conflict of two jurisdictions, 
that of the several States and of the Federal governuent. Since 
each of these jurisdictions is by tie Constitution of the United 
States supreme within its own particular field, and since the 
Constitution gives the Federal government authority over interstate 
comaerce only, the central governient has tne right to interfere 
with corporations chartered by the several States only so far as 
their interstate operations are concerned. That is, a nolding 
corporation, organized under the laws of any of the several States 
for the purpose of consolidating several corporations, is subject 
to federal control only so far as it can be shown to interfere 
with and restrain interstate trade. 


The attitude of the several States toward the holding corpora- 2 
tion varies widely. Some permit the formation of such corporations 
without placing any restrictions upon the extent to which the 
consolidation may be carried; others prohibit the formation of 
monopolies under any form, out allow holding corporations to be 
organized and to operate so long as they do not through this instru- 
mentality maintain monopolies; others do not vrovide for the organ- 
ization of holding corporations at all;and in a few cases the 
formation of corporations for the purpose of holding stocks in 
other companies is definitely forbidden. 


The first important case to come up, in this connection, under 
State corporation law is known as the Chicazo Gas Trust case, 
For sowe years, four gas co.:vanies incorporated under the laws of 
Illinois had been operated in Chicagzo under a division of the 
territory combination. In 1892, in order to assure the permanent 
harmonious relations of these companies, the Chicago Gas Trust 
Company was incorporated under tne laws of Illinois for the ourpose 
of constructing and operating gaS cowoanies and authorized-in addi- 
tion to ourchase, hold, and sell the stock of gas comoanies in 
Chicago and in any other part of Illinois. The new c ompany ues 
a controlling interest in the stock of the four existing gas companies 
in Chicago and proceeded to operate trem practically as though the 
subsidiary corporations had been dissolved and the oOlants were 
owned by one company. The legality of the holding corporation was 
attacked in the courts on the grounds, first, that the statutes 
of Illinois made no provision for the organization of a holding cor- 
poration, and second, that even if the holding of stock were found 
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to be lawful, the organization must be still held illezal as consti- 
tuting a monopoly in restraint of trade within the State. The 
general incorporation act of Illinois »rovides for the organization » 
of corporations for uanufacturing and commercial ourvoses ov using 
the generel phrase for “any lawful purpose." It was therefore con- 
tended thet since the purchase snd sale of stock was oermitted by 
the laws of the State, any corporation orgenized for such a purpose 
must of necessity be organized for a lawful purpose and was there- 
fore sanctioned by the State law. The covrt held, however, that 
Since a,statute of this kind was a grant to tne incorporsators, its 
terms ought to be strictly constructed; that if the Legislature 

had wished to authorize holding corporations they should have dis- 
tinctly sanctioned such organizations oy granting the right to 
purchase, hold, and sell stock in other corporations. Hence the 
Court declared the Gas Trust illezal without considering its wono- 
polistic features at all. The Chicazo Gas Trust Company was dis-~- 
solved and a new co.sipany forvicd which acauired directly the oro- 
verties previously controlled through the holding corporation. In 
tnose States which followed the policy adopted by Illinois, the 
holding corporation tnerefore has been unadle to gain a footing, 

out under the laws of New Jersey, Delaware, Maine, and other States, 
an opportunity has been afforded for tac formation of holding 
corporations wherever they have been deemed advantageous; con- 
sequently tne opposition of the States refusing to sanction tne 
holding corporat*on has been of smallAmportance. 


Under the authority.granted bv the comuerce clause of the Con- 
Stitution the Federal governuent enacted in 1890 the Sherman Anti- 
Trust Act, declaring "every contract, combination in the form of a 
trust or otherwise, or conspiracy, in restraint of trade or commerce 
among the several States" illegal, and saking it a criminal offence 
to monopolize or attemot to monopolize the interstate commerce of 
the United States. In view of the conditions existing at the time 
the Act was vassecd, as well as from the discussions in Congress, 
it is generally admitted that the »urpose of the anti-trust legisla- 
tion was to prevent the formation of monopolistic consolidations 
of manufactures located in the several States, and to compel the 
dissolution of sucn organizations already in existence. 


In the first important case determining the status of the hold- 
ing corporation under Federal law, the Supreme Court held that the 
purpose of the coiipany was to consolidate the sanufacturing of 
refined sugar. That while such a consolidation might act in re- 
straint of interesiate trade, nevertheless such restraint was an 
incidental result of the organization of the holding corporation and 
not its priviary purpose. Hence the A.serican Sugar Refineries Company, 
the successor of the Sugsr Trust previously held illegal under the 
laws of New York, was held to be free from the venalties imposed 
by tne Sherman Act of 1890. The holding corporations organized 
in the purely manufacvuring industries, even though they virtually 
monopolized the production of some particular comaodity, were held 
thererore to be free from »ublic control on the following grounds: 
first, tney were permitted by the S.ates from waich they neld their 
charters, and second, the United States zovernment nad no autaority 
over manufacturing. In order, therefore, that the monopolies in 
the nolding corporation form be held illezal, one of the follow- 
ing changes in our laws must be made: either the States «aust 
without exception refuse to perait tne forsation of consolidations 
through the agency of the holding corporation, or the Supreme Court 
of the United States must practically reverse its decision in the 
Sugar refiners case, thus holding that the vrimary purpose of any 
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corporation wien virtually controls en entire industry is to 
control tae sale of the oroducts rav.uer than to consolidate ine 
manufacturing processes, or third, tne United States Constitution 
must be amended, extending thie scope of the comserce clause to 


‘include industrial corporations eng.ged in szanufacturing in more 


than ons Sutate. 


Two ycoars later action was brought under the s=me Act against 
the Trans-iiissouri Freight Association, an organization of the 
railways south and west of the Missouri river, for txeé purpose of 
fixing rates and fares on interstate traffic. In this cass the 

court decided taat tue Sherman Act apolied to railroads in their 
interstate business. T.:e general orinciples of tnis decision were re- 
affiraecd in the Joint Traffic case a year later and as a result of 
these decisions tne c:iief economic effoct of tne Act of 1890 has 
been, not to prevent the consolidation of waanufacturers, but to 
prévent open agreesients aaong the railroads of the United States 

and thus to encourage secret arrangements and indirect  ctaods of 
Securing harmonious traffic relations. Wherever oossiole some formal 
metiod of securing tais end was adoptec. Sowetimes it was tue vot- 
ing trust, sometimes a system of leases, sowetises a holding cor- 
poration, and wnen for any reason neither of these metnods was 

found fcasibls, the comaunity of interest plan vas adopted. Of 

t.ese four saicthods the holding corporation obviously cossessed marked 
advantages. It had been used by both the Baltimore & Ohio and the 
Pennsylvania for a nalf century to control their network of rail- 
roads west of the Apnalachians, and in like manner, but sowewhat 
later, by the New York Central to control tne West Shore, the 
Michizan Central, the Lake Snors, «nd its other western lines. 

in the same way the Boston & :laine consolidated a large »vortion of 
the railways in northern New England, 2nd the New York, New Haven 

& Hartford those in southern New England. At the same time the 
Southern Pacific in the West, the Rock Island in the contral States, 
the Erie in the eastcrn States, and the Southern Railroad in the 
Southeast were busily engzaged in extending their systems tnarough 

the holding corporation, end in addition, most of tae other rail- 
ways in verious oarts of the country had wade use of the same device 
with equally successful results and without the interference of 

the Federal authorities. 


In che Northwest two paraliel railways, tae Great Northern 
and the Northern Pacific, had been operating independently of each 
other i. comoarative ».eace ior twenty years. Each road was vitally 
interested in the development of the trade with the Orient. Each 
was devendent on »acific traffic arrangements with each other and 
with connecting lines to Chicaso territory. It was first proposed 
to @ncorporate a holding company to take over the control of the 
Hill interests in the Great Northern and thus perpetuate tne nar- 
monious relations then existing. This wetnod was rejected as too 
exclusive and then "the question came up, Whv not put in the Northern 
Pacific?" Meantime the two roads had been waking plans for a Chi- 
cago connection, preferably oy securing control of an existing 
line. Several railroads were considered, but finally the Burling- 
ton was determined upon as the most available. Arrangements were 
perfect#d. by which the Northern Pacific acguired one-aalf of the 
Burlington capital stock and the Gre»t Northern the other nalf, the 
two roads issuing their joint ponds in oayment thereof. While 
these ariangemcnis were being nerotiated, the Unicon Pacific inter- 
ests, under the direction of Messrs. Harriian and Scniff, began 
buying Nortsern Pacific stock, in order to vrotect tae traffic 
relations of the Union Pacific with the Burlington railway. The 
luorgan and Hill party succeeded, however, in gaining control of 
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the Northern Pacific ov taking advantasc of © provision in its 
charter vhich pcrmitted the retireisient of tre vereferred stock. For 
the ourpose of oreventing such strugzles for supremacy in tne future, 
and to insure the harmonious development of the great railways of 
tue Northwest, the original idea of a small holding cojoany was 
extended, =nd the Northern Securitiss Co.vany was incorporated 

under tho laws of New Jersey on the twelfth day of Novombcr, 1901. 


By the terms of its charter, the Northern Securitics Co. »any 
was empowered to purchase, hold, end sell securities in other cor- 
porations, to aid in any manner such corporations, and to accuire 
and own such real éstate as aiignt be necessary for the transaction 
of its business. Shortly after its incorporation, the Northern 
Securities Coupany acquired by exchange of stock with tne snare- 
holders of the two coui;enies, about 76 ver cent. of tae capital 
stock of the Great Northern Railway Co...eny and aporoxiaste..7 96 
per cent. of the stock of the Northern Pacific Railway Co.oany. 
Late in December, 1901, the Interai:ate Comierce Commission began 
an investigation into the subject of railroad consolidation with 
the object of throwing light uoon the Northern Securities venture. 
Harly the next ysar suits were brought independently by tne State 
of Minnesota and the United States for the suroose of testing the 
legality of the Northern Securities Co.pany and securing its dis- 
solution in cese it should be found to be illezal. In the Federal 
case suit was brought under the Sherman Anti-Trust Act and scction 
five of the Interstate Commcrce.law. The important questions 
raised and discussed in this case were as follows: first, was 
the Nortnern Securities Comvnany, having ourchased a controlling 
interest in the stock of two parallel and competing railroads, a 
combination in restraint of trads second, evenif a monopoly had thus 
been created, hid the Federal government the right to interfere 
with the property rights of persone wno had invested in 2 corpora- 
tion created by one of the States? 


In its answer to tne first question, tae court followed closely 
the reasoning and the decision in tne Trans-Missouri Traffic case. 
Conseouenti’ it was neld triat eny coudinetion having tne cower to 
reétrain interstate trade, even thougn it never exercised it, was 
illezal under the Sheriwen Act and trat tne Northern Securities 
Comoeny, if not a trust, was a "co“bination in restraint of inter- 
state and international trade." Tie second question was tne cause 
of an exhaustive discussion, since it involved a consideration of 
the oowers of tae national government to rezulate tne “affairs or 
conduct of State corooretions engaged as carriers of coamerce 

mong the States or of State corporstions waicn althouga rot directly 
engaging thesselves in suci comuerce vet have control of tue ousiness 
of interstate carriers." Granted that tre Feder2l governiusnt had 
been intrusted by the Constitution ritn exclusive control over 
interstate comuerce and that througn the instrumentality of tie 
holding corporation a consolidation having the power to exercise 
monooolistic control over such commerce nad been created oy one of 
tne States, nad tne Federel government the vower to co.arsel tue 
dissolution cf tie creation throug: which the sonopoly was cestab- 
lisned, or must it content itself, 18 sugsested oy the attorneys 

ror tues corooration, with tae punishiens of the subordinate companies 
for open and overt wonopolistic vractices? The real question as 

it apoeared to a mejority of the court centered in tne query, Was 

the nolding corporntion known as tne Nortnern Securities Co.pzny an 
investwent cowoeny in the ordinary sense of the word, or a "custodian" 
of toe siocks of tue rcilweys which it usd united into one organiza-— 
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tion? If the holdine coupon’ wore an investment corporation, tnen 
to order its cissolution would be on interfercnce wita oroocrty 
rignés raici tac Suoreus Court would og tac lest to disregard. If 


it were a cuszodian of stocks, an instrusicns lity created for the 
oursose of controlline and vossivly restraining interstate commerce, 
then to ordcr its dissolution and tae return of the stocks to tneir 
equitable owners would not constitute an interference wita ths oro- 
oerty rignts of tne stockholders in the constitucat cowoanies, sinco 
Congross hed by the S:cra-n Act declared that property rigavs might. 
not be created througa thc waonovolization of interstate cow.crce. 

In thc words of the court, "the decree, if exccutod, will destroy 
not the oroperty riznts of the original stocknolders of tne con- 
stituent cos2qnies, but ths power of tiie holding corooration as the 
instrument of an illesal combination of which it was the waster 
svirit to do thet which, if done, would restrain intecrstite and 
intcrnational commerce." Tuc court ndopted thc latter vicw and 
conscgucntly affirwead the degree of tne Circuit Court, waica cnjoined 
the holding co.ioeony frou voting the stock or frou cxercising any 
control over the railway cosoanies waose stock was acld; anda further, 
it enjoinca thc constituent railroad counanics frou saying any 
dividends to tne nolding cososny on the siock which the holding 
corsoration oacld in its treasury. ; 


Ag 2 result of this decision, the Nertacrn Securities Co. d.any, 
oy rzisolution bv the board of directors soproved oy the stockaolders 
at a2 special ucoting held on Aoril 21, i904, orovided for tas reduc- 
tion of its copitz1 stock, by 99 per cent., taroughn the excaanze 
of $39.27 of stock of the Northern Pacific Railray Cosoany and $30.17 
of the stock of the Great Northern Railway Co.oany for eaca saare 
of the stock of the Northern Securities Comoany. An injunction 
was sought by the Harriman interests to prevent tne consummation of 
this plen, on the ground that each sitocknolder was entitled to 
Teceive tne original saares deoosited ratner toan nis rataole pro- 
portion of the assets of the company. In support it was argued 
that tne Northern Securities Co.ipany naving been held an illegal 
corporation was void from tne beginning, and therefore tne tiile 
to the securities deoosited had in fact never passed frou tae original 
owners to tne Northern Securities Cowpany. The court denied the 
injunction on the ground that the parties had sold their stock to 
the Northern Securities Coxsnany with full knowledze of the oro- 
ceedings and condition and that the sale was on tueir voart aosolute 
and unconditional: therefore, the title to tne stocks had inten- 
tionally been passed and consequently the former owners could not 
claiu the syecific shares. The decision of the Supreme Court in the 
Harriman injunction suit is likely to have importznt results in 
the future. While the holding company as a -ieans of estadlishing 
and maintaining control of an industry was declared illegal in the 
Nortasrn Securities case, tae community of interest orinciols, which 
secures tHe same results, temsorarily at least, is stamped vith 
the judicial approval. It would seem, therefore, that under eny 
circumstances the holding co.uo3nics, whenever declared illezeal, 
would nave < oermanent refuge in the comunity of interest ucthod 
of control. 


In somé respects, the .wst significant of all tae cases to come 
vefore the courts is that of the Standard Oil Co.nany, recently 
decided in the Circuit Court. After the trust was declared illegal 
in 1892, the trustees »rocecded to dissolve tac organization by an 
excusnge of tie certificates for a oro rata assignient of snares in 
Sweaty selected corvorations which’ controlled tne reaaining com 
panies in the original trust. In 1899 tne charter of tae Standard 
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Oil Company of New Jersey was amended to vermit it to ourcnase, hold, 
and sell the stock of other corporations in this and other countries, 
and at the same time its capital stock was increased to $100,000,000. 


This company then exchanged its stock for shares in the nineteen 
selected corvorations and became tue hdding company for the Standard 
Oil interests. Late in 1206 suit was brought in the United States 
Court by direction of the attorney-general of the United States 
and on the nineteenth of November, 1909, almost exactly three years 
later, a decision was rendered, declaring the Standard Oil Company 
of New Jersey, the holding corporation, an illezal combination under 
the Sherman Anti-Trust Act and enjoining it from further continuing 
business in its present form. It was, of course, generally admitted 
that the Standard Oj1l Company nad effected a substantial monovoly 
of the ovetroleum industry in the United States. A similar condition, 
however, existed in the sugar refining industry at the tixe the 
Sugar Refineries case was decided and there the cause was dismissed 
on tne ground that the control over manufacturing was intrusted by 
the Constitution to the several Statcs. The Standard Oj1 Company, 
however, was ovoth a manufacturing comoany and a commercial comoany, 
Its business as a transporter of oil surpassed in extent and influ- 
ence that of many of the railroads as carriers of commercizsl 
products. Moreover, the company had for years been cxtending its 
business into the commercial fields in the wholcsale and retail 
distribution of its manufactured products; consequently, when the 
plea was entered in its defense that it was a private corporation, 
not a public utility corporation, and therefore to be classed with 
the sugar refining co.ipany rather than the Northern Sccurities Com- 
pany, the court held that it was engaged in commerce and that 
among corporntions engaged in this domain the Sherman Act made no 
distinctions. The decision of the court in this matter seems, 
therefore, to be directly in line with all the orevious decisions 
ef the Supreme Court in regard to the scope and weaning of the Anti- 
Trust Act. The principal conclusions, as stated by Judge Hook in 
a@ concurrings opinion, express briefly but comprehensively the general 
conclusions reached. 


"The principal conclusions, upon which we are all agreed, may 
be briefly stated as follows: A holding company owning the stocks 
of other concerns whose commercial activities, if free and independent 
of a common control, would bring them into competition with each 
other, is a form of trust or combination prohibited py Section I 
of the Sherman Anti-Trust Act. 


"The Standard Oil Company of New Jersey is such a holding company. 
The defendants who are in the combination are enjoined froa continu- 
ing it and from forming another like it. The holding company is 
enjoined from exercising the rights of a stockholder in the suoordin- 
ate coijmanies, and they are enjoined from allowing it to do so or to 
benefit therefrom in the way of dividends. 


"It is tnought that with the end of tne combination the monopoly 
will naturally disappear, but lest, instead of resulting that way, 
the monopoly so wrongfully gained be perpetuated by the aggregation 
of the physical properties and instrumentalities by which it is main- 
tained in the hands of a member of the combination and the liquida- 
tion and retirement from business of the other members, it is held 
toat such a course would violate the decree." 


It would seem from the conclusions reached in this case that a 
considerable change in the attitude of the court toward the holding 
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Coaip;avy acd oceurred siuicc its first docision in 1lot4, It is entire- 

ly oossivls, bhoretore, thotin tic futur: tue Suprese Court will 

hold ta2t wonovalistic o¢¢rce tions of cvpit°1l in tac ouroly stnu- 
ssitv dirscctl: affect intersists coumcrcs 


r 
facturing ficld aust of neces i 
in tho coa..odity aumursovured, end tust under suca circumstances 
many of our ltrger “vito omy consolidations, espocir lly those in the 
holding cosoonv fora, wey be declerad illes 1 and forced to cissolve, 
even though tieir honorn tie 10 power wny never nave doon usca to 
tic disadvnta Ze of Pas “nolic. 

While tae »vrocess of deversining tae levsl status of tae : 
holding co.i.omny Aas been in vorogress, Aeltocr tne Siates ..or the 
coroorations save been idle. Following tne lead of New Jerse, 
thirteen of the other States of the Union have enacted siatutes 
definitely aooroving the poligw of a corporation holding stock in 
other corporations, and in severe. of tne otner States tais »solicy, 
while not directly sanctioned by statutes, seews to save tne silent 
aporovel of the edainistrative saniggcpcncsian nda tue courts. At tae 
Same ti.e t.e corporave interests arve eagerly been t3king advantage 
of tue opso.tunities thus offered bo consolidate tne verious in- 
dustries on the ground, evidently, tnost a consolication once effected 
is not likely to be disturbed. This wsoveawent has been sost warked 
in tie ivilray domain, where it originated. As shown by tne 
investigstion wade by the Interstate Comuerce Commission in 1305, 
Somewaet+ Less than one-he AT (46 oer cent.) of tne total capitel 
Stock issued dy the rz eidta; s of tne United States was neld oy 
railwecy saxpotationd, and tre practice seess to be increasing rather 
then the reverse. While no thorough investigation of tae situation 
in the puslic service field has been sede, an examination of tne 
avéileole data shows the samé wovemcat, somewnot Less advanccd, but 
progressing with great rapidity, esoecitlly since 1305, in al.iost 
all lines of taat ismportent domain. In a large proportion of the 
cases toe consolidation of i1L1 the ouslice service couonnics witnin 
& given territoricel area is formed, osrtiy for tic sake of economy 
and dJertly for tne sake of manepolistic control. In tae strictly 
menutecturing field the consolidation movoucnt, effected largely 
throug: the instrumeniality of the holding corporatio::, may be 
comoared to a volcanic eruotion, reaching a cliagax in tne years 
1893-1901, and ten followed oy 2 period of comaperative quict. In 
cach of she sore important industriss, 9, holding coup -ny excrcises 
& very l-rec influence, snc in sowe cases practically dowinates 
the industry. r tne commercial field tae consolidation of uecr- 
cantilo souses hes apparently just besun, the Associzted Mercanntd 
Comaany of Now York veing the saost importont instance at the oresent 
time. Tre success of this comoany would indicate tuat, if such 
ore.snizations ere aot orevented by lezal restrrint, they are likely 
to becouc of Lerge iwoortance in the near future. 


— 


Wita the States furnishings the opnortunity and in soms cases 
aculve.y ‘oporoving che corsolidation of industrinl estaolishmacuts 
tNTOUEA TAC aolecings coapany, wita the iudustri2zl and finsncial 


Loadcrs Sake its many advar 2Ses, toe dengers threstening our 
industrinl svstem are likely to be overlooked or forgotten. On 
tne one .-nd strands aonopoly rita its oslsying touch; on the other 
tic é4 eruption of imaense business organizations by order of the 
juue €, Sound oy Lew ona by evens sacred odlization to destroy that 
wiich t.e¢ Siates and tie corporate interests are oucy 6 sv3blishing, 
In orcer to avoid both of taese tareatened disasters to our future 
industrial development, it is evident taat a radicel change in our 
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corporation law ought to be effected by tne Siates and tze Federal 
zo ernment acting in aarmony. Waile it is oeyond tue scope x tite 
article to discuss such changes in detr7il, the «sgin outlines uay 
be brierly indicated. 


In the first olace, the United States should oy law »rovide for 
the incorporetion of 311 business entersrises engaged in interstate 
trede or in m:nufacturing in siore tn2n one State. Such corporations 
should be oermitted to hold stock in otuer corporations under “rover 
government supervision and control. 


In the second place, 9, nation:1 commission snould be created to 
supervise tae incorporation of such industriel enterprises end the 
control of their corporate operations after the period of for.ation. 
The Bureau of Corporations aight be entrusted with tais osrticular 
task for corporations within its oarticular field and tre Interstote 
Commerce Commission taose engaged in tue transportation of goods 
and sessages; or sn entirely new commission mignt be created to suner- 
vise the operation of ell enterorises incorporated under tac Federal 
law. 

In the third place, tne several Sxates should srovide for tne 
incorporation of ousiness establishwents doing strictly a State 
business and for tiose only. Such corporations should not bc allowed 
to nold stock in other corpor’tions. 


Taat important changes in tue formal relations of tac great | 
corporations and the oudlic adsinistration must cose in the future 
is not open to question. If tnev do not co.uie tarough cannges in 
our Constitution and statute laws, tacy are certain to covic ore 
Slowly, but none tno iess surely, thro.gh a serics of judicial 
decisions. In the interests of oublic welfare, as well as of pri- 
vate intcrests, they ought to come through legislative action, and 
teat in tae imnediate future. 

Maurice H. Robinson. 
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Reading #20. —281- 
THE FORMATION AND CONTROL OF TRUSTS 
By Arthur T. Hadley, President of Yale University 
Scribners, November 1899, p. 604 ff. 


In the year 1898, the new companies formed in the United States 
for purposes of industrial consolidation had a capital of over nine 
hundred million dollars. When this fact first transpired,it was 
regarded as surprising. Now it has become commonplace. For in the 
earlier half of 1899, according to the careful estimate of the 
Financial Chronicle, the capital of the new companies of this 
character was three thousand one hundred million dollars, or more 
than three times that of the whole year preceding. 


It is hard to appreciate at once the magnitude of these figures. 
No single event of a similar character, either in the American or in 
the English market, has involved such large and sudden transmuta— 
tions of capital. Compare the history of railroad investments. 
Even in the year 1887, so conspicuous in our railroad history, the 
new capital used in building thirteen thousand miles of line can 


’ hardly have reached seven hundred million dollars. In the whole 


period of rapid expansion from 1879 to 1882 the volume of new rail- 
road securities issued did not equal the industrial issues of this 
Single half year alone. Under such circumstances, the question of 
industrial consolidation becomes one of pressing importance. Is 
this a transient movement, or is it a manifestation of permanént 
tendencies? How far is it likely to go? To what limits, commercial 
or legal, is it subject? How are its evils to be avoided. Is it, 
as the socialists claim, a stepping-stone toward a new organization 
of industry under government authority? These are the questions 
which must be asked and answered. 


It is safe to say at the outset that this movement is not likely 
to continue tong at the rate which it is now maintaining. While 
some of the industrial issues represent an investment of new capital, 
a much larger number pépresent a conversion of old capital. To such 
conversion there is, of course, a natural limit, when all, or 
nearly all, the older enterprises in an industry have become consolz 
dated. Of the three thousand million dollars of securities placed 
on the market in the first half of the current year, it is doubtful 
whether our thousand million, or even five hundred million, really 
represent new capital put into the various lines of business enter- 
prise. Measured in dollars and cents, the industrial growth is a 
comparatively small element in this movement, and the financial 
change of form a mush larger one. We may, I think, go a step 
farther, and say that in no small part of these enterprises the 


financial motive of rendering the securities marketable is at present 


more prominent than the industrial motive of rendering the o»verations 
of the consolidated company efficient. 


Let us see what is the difference between these two kinds of 
motives, and how they operate at the present juncture. 


A man who invests his money in a business has two distinct 
objects. He wishes to secure as large an income as possible; this 
is his industrial motive. He also wishes to be able to get his money 
back whenever he needs it, and if possible to get back more than he 
put in; this is his financial motive. The business must be profitable; 
the security must be marketable. To a certain extent these two 
things go hand in hand. An investment which had paid large and 
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fairly regular dividends for a serioes of years becomes known in the 
local security market, and can be transferred to other hands at 
comparatively slight sacrifice in case the owner desires to sell it. 
But this is only true up to a/certain point. Some of the things 
which make an industry profitable to the individual owner tend to 
make its securities less marketable) instead of more so. A local 
business which a man has under his /own eye, and whose details he © 
knows by experience, may be a very sure investment for-him, anda 
relatively unsafe one for others; good to hold, but bad to sell. The 
intimate personal knowledge which is his protection becomes a possible 
menace to other holders. The majority of investors throughout the 
country cannot safely have-anything to do with it. In such an 
industry the merket value of the stock when it is sold is apt to be 
less than tic proportionate to its income-producing power. 


A great many of the manufacturing industries of the country have 
remained in this localized condition. If we compare the past history 
of industrial investments and of railroad investments, we are struck 
with the relative narrowness\of the market for the former. The 
securities of a good railroad could find purchasers anywhere. If 
the price paid for the stock was low in proportion to the return, it 
was only because people distrusted its future earning capacity. Even 
a small railroad might have a national reputation as’an investment. 
The demand for the securities of Iowa railroads was not in any sense 
confined to one State or one section. As much as ninety-—seven per 
cent came from districts remote from Iowa. But the demand for the 
securities of an Iowa factory was for the most part local. Its 
Operations were not performed under the public eye. Its stocks could 
therefore safely be held only by those who had private advantages 
for getting an inside view. 


But when an industry throughout the country\was consolidated, 
this condition rapidly changed. A very much larger public was ready 
to buy securities of the American Sugar Refineries Company or the 


American Tobacco Company than would have cared to invest in any of the 


individual concerns of which they were composed. ‘The national extent 
of the organization gave’the holder of its securities larger and 
steadier opportunities of converting his investment into cash than 

he could have had when his factory remained separate from the others; 
and it often, though not always, enabled him to realize a much higher 
price than he otherwise would have obtained. While this was not 
always a dominant purpose in the formation of these earlier "trusts", 
it was an incidental advantage by which their, organizers were quick 
to profit. Besides the motive of economy in /operation, which was 
first urged as the reason for, entering these combinations, the motive 
of selling securities easily/and at a high price soon took its place 
as one of co-ordinate importance. 


Apart from this legitimate, increase in the value of trust 
securities, due to the national extent of industry which enables them 
to find a market among a larger circle of investors, there is an 
illegitimate increase due to the>opportunities which they afford for 
manipulation by inside rings. /There is a fashion in investments as 
in everything else. A large’‘section of the public ‘buys the kind of 
thing that others are buying.™Sometimes it has been land; sometimes 
it has been railroads; just now.it is industrials. In a year of 
prosperity, with a slight tendency) toward inflation; prices of all 


est 5 ak wna aad Soa’ ‘pipsy ten: 
a te abnest: eHdo° oy Sette tan 
| tt ites oF noxkeed tsiwo srl ? 


Senet ee Bn? ide Fbee: 
Od Bret 


: bee. e 0h red roman 
Sat. "te o2 2 id hike «Palio at, Boon +e 
GHEO Tay ay 4 cg 
ay Subis aniresioe anotaovnl. Ye. Ligh 
i dove “i: ae hte ab: oF; § 
a Eine | eit . Hearst 


Stead yee out TO 86,is stegnad githiiaes ces. eds. ¥ 
wioteit sas “ Gt etecmoo ow tT Soft Eng 5. Bas bt St 
dourtte ots ~ Binegasvad. ‘BHoti iss. * ‘Bas Biosad 
O80 - kewieh ohh tot tedte ‘eit “Yo saonvorisg 
tT .Stedwyns erazasome Bait Hines hsotiisy ho a8 
vi get oht ak ne ittecorg: ai wok ase dood bo Fa . 
gare Asien ao Boinwes esutu® ati Bedaurite ib eiao 
«TOETESVNE Be be MOfbetugqet fadbidéa Ss evan: tage 
SBH6s VOR i 


?éa cay eheeti tet geek 40 fort imwoage aoe 
T8Q pever..vesnte ag Haun Bh ,fobsgee © eho to aga? 
Sit sho? Bremab add tv .ewOF “woTt ‘atone: atoiige t 

uot ,ie00f faq feom ent “=6% hw Yidsost | | 


2 HSLsoo sioots att 99 oifdua ed? tebay bomtotieg’ ton 
ee ‘sogetnevbs: atavisg bed ofw opodt “xe yino bieg sd° 

: pao A peetv: spies 
a Me reo etiy ead Say qitavey sat syodtgsonds wutesbst hs 
YOSeT sew ot fdya Tpetsd coum prey A * .peaaedy Yibigqet 
5 edt 70 Yasqaoh esiventted THHUS O86 Promh pdt to 6 
> Bd¢ to yas af deere et Bose ovat bluow sade bre ad o 
- tietne Lenditen sat »beeoqmos atew yest go iy té Bart 
fe bos tegeel petéftuees att te tebioi 483 ‘eves: moe 
eS: | Seeq ofan sre nteovel eid guitrevaoy 70 aot? fe 
TR y ont mort Oteted 88 boilsmsa Yrotost Gf Aedw b 
i Oss ‘ foum -§ es ites s oc mid betdens <atonl es gor Hgvo. 
A c saw eidt ot tee bon letdo avad Bivow sealer 


fate” tehlsse seeds Yo noktamao? edt al sdoqiug @ 
iup Stow stan inegto tiedy dot dw - vo basi (DB 

onal ig _shotietage ai ¥mongoe to evs eT 
avisom ent oNenidgoo esol aaltsins it SOas6 7 
eos iq- eet feos: so0R- Bob aq fer 5% See Nifase @ 


feet 0 outer ‘ate ‘ae 1 geseaaat 
vos, salen Boia: bo denget toa 


BB 8 mere ot iret ; 

to" Seta eae meg 9 et eed 3 8 

eankdgnon - hnOk pued-s i 
2e43 ae0y ‘8 a 


2 A 


-283e6 


kinds of securities tend to rise, The man who has bought to be in 
fashion is pleased with the increase in the nominal value of his 
investment and buys more. Those who are connected with the manage- 
ment see an opportunity of disposing of some or all of their holdings 
to great advantage. Before the inevitable crash comes they have con- 
verted most of their capital into money; and the outside buyer is a 
loser. Prior to the crisis of 1873 the favorite chance for these 
operations was found in railroad enterprise; but railroad traffic 

and railroad accounts are now so much supervised that the possibility 
of such transactions in this field is less than it was thirty years 
ago. And, what is of still more importance, a series of hard exper- 
iences has made the investing public quite shy of dishonest rail- 
roads. In manipulating the stock of "industrials", the speculator 
finds these obstacles less serious. The authorities have not learned 
to exercise adequate Supervision; the public has not accustomed 
itself to use caution. 


The buying of industrial securities simply because it is the 
fashion to do so is bound to some to an end. The speculation now 
so actively indulged in must reach its own limit in process of time. 
When the investors as a body discover that the system of first and 
second preferences is a fatally easy means of putting an individual 
security—holder at the mercy of a dishonest board of directors, we 
shall probably witness an apparent stoppage in the rapid process of 
industrial consolidation. In fact, there may be a reaction, anda 
reconversion of the united companies into separate ones, if, as has 
happened in other cases, the unreasoning fondness of the public 
for a particular form of investment is followed by an equally 
unreasoning aversion of all enterprises of this form, legitimate as 
well as illegitimate. Such a reaction has taken place more than 
once in the economic history of the nineteenth century. Over- 
speculation in English railroads in 1844, in American railroads in 
1873, in oroduce warrants in 1881, in car trusts in 1886, 
not to mention a score of other less important instances, pro- 
duced in the years immediately following an almost absolute stop- 
page of the issue of what had seemed previously a very promising and 
important form of investment or speculation. 


We are safe in concluding that the rate of formation of large 
industrial companies will be less rapid in the future than it has 
been in the past. Consolidations which have been formed for selling 
securities and deceiving investors will cease. But there will always 
remain a considerable number which are formed for industrial rather 
than financial purposes; and these will probably be more important 
twenty years hence than they are to-day. As the world moves on, 
the relative economy of large concerns makes itself more clearly 
known. The steady movement in this direction is not confined to the 
United States. It is just as strongly felt in England; it is, if 
possible, even more strongly felt in Germany. If less is said about 
these industrial consolidations in Europe than in America, it is 
because they have proceeded more quietly and along more legitimate 
lines, not because they are fewer or less important. They have not 
advertised themselves so extensively, because they were not trying 
to sell their securities. This has prévented the public from knowing 
so much about them. It has kept them in some measure out of the 
market. But so far from interfering with their prominence in the 
actual operation of manufacture it has rather contributed to increase 
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The nature of the economy which is realized by these combinations 
has been set forth by so many writers that we can pass over this 
phase of the subject very quickly. This advantage is two-fold. In 
the first place, the consolidation of all competing cnncerns avoids 
many unnecessary expenses of distribution. Under the old system 
these expenses are very great. The multiplication of selling agen- 
cies involves much waste. Competitive advertisement is often an 
unnecessary and unprofitable use of money. Delivery of goods from 
independent producers, whether by wagon or by railroad, often costs 
more than the better-organized shipments of a single large concern. 
All of these ev.ls can be avoided by consolidation. In the second 
place, a consolidated company has advantages in its power of adapt- 
ing the amount of production to the needs of consumption. Where 
several concerns with large plants are competing and no one knows 
exactly what the others are doing, we are apt to have an alternation 
between years of over—production and years of scarcity - an alterna~ 
tion ne.less unfortunate for the public than for the parties immediate- 
ly concerned. A wisely managed combination can do much to avoid 
this. By making its production more even it can give a constant supply 
of goods to the consumers and a constant opportunity of work to 
the laborers; and the resulting steadiness of prices is so great 
an advantage to all concerned that the public can well afford to pay 
a very considerable profit to those whose organizing power has 
rendered such useful service. 


This is the picture of the workings of industrial consolidation 
which is drawn by its most zealous defenders. It is needless to say 
that it represents possible rather than actual achievement; that 
where one comvany has secured these results, five, or perhaps tan, 
have failed to secure them; that for one combination which has earned 
large profits by public service, many have tried to earn large profits 
by public disservice and have frequently ended in loss to themselves 
and to the public alike. 


But as long as it is possible for a well-managed consolidation to 
do better work for all parties than could have been done under free 
competition, so long we may expect to see the movement in this direc-~ 
tion continue. Where there is a real economy to be achieved, investors 
will try to take advantage of the opportunity. The attempt to prohibit 
them fnom so doing is likely to prove futile. There is no better 
evidence of the strength of the tendency toward consolidation than 
is furnished by the multitude of unenforced laws and decisions intend- 
ed to prevent it. When railroads were first introduced, people's minds 
revolted against the monovoly of transportation thereby involved. 
Statutes were devised to make the track free for the use of different 
carriers, as the public highway is free to the owners of different 
wagons. But tle economy of having all the trains controlled by a 
Single owner was so great that people were forced to abandon their 
preconceived notion of public right to the track. They still, how- 
ever, tried to insist that the owners of separate railroads should 
compete with one another, and passed various laws to forbid the 
formation of pools and traffic associations. Some of these attempts 
have been failures from the outset; others have simply hastened the 
process of consolidation of the competing interests which put them 
beyond the reach of the special law; the few which have been effec- 
tive have done greet harm and almost no good. The majority of 
thinking men have come to the conclusion that railroads in some sense 
a natural monopoly, and have classed them with waterworks, gas-—works, 


yoo. seedaov d bostines. shulgate 
OW TBAT By teed e: 


OLDE tale. Berg, ane. 
ti beoteqwised : 


‘ 
pike ey 


ae 


‘ Ws 


a tteaties Bh 2ageo einen 2a 


evi ° fadag, : ee 8 Suchet ene petit aa 
N#EQLSRS: 1On8RG ety nq ineks sungeersane e-o8aeE 
: , Fo ttge 8, ;TOL top eae yon aed 
A SPAS obpaqaen: Vege gps. — Havre 
Ue-.8TeUy a beoube 06 ates Ae gah Ve 
ey 


om 


REA BeRENS B Bee 3 RNS E, her 
* a webberdaves ir ila, $c oe t.haa eee . 
FA Eider 2 asa hege = peungners | Sa: ob :sgeR: 
bir D Lary e SORE Ryo RAGE SOU we 1th Pate. rey LEB bas ' 
ne peg ateseea nf: tiene cial 


af 


RES: Saba S88 2 Oa : LEME A tee omsihg ae sede: eh: 


7. »FSQ0 Be SOP oS - are rae. a 

eaten : ea FR aise P atnoag — : 

£884 BOGS 3b 

LQNOS ») eo Sag URE R: be. 
BY. £54 LTE ues ARB, soneeanceisdey emake 

De 2 raved, bee egirieea lh, « 


on eee es ee ae eaene bg Sahat 
: BOG at th ae gaat: ag 


, eee ‘esis $ea¢ iia. nk Stowe 
2h sFGQSAS sYRe, Ow. BHO ho hoegs ser 
1068 igo 8 BL etadt stant, 
- wv $ ri ¢. 20 O58 - ye -oaetaevhs 3: 


Ri st dinb gin yigite ; ei gato’: OR: 
sige ts ver to d¢enette -od¢ te 
Sargent haan u. to. abud Egle - edt yd bedal 
ri Peril: OH. “280: ti bey pede > tt tiSTa 
Ayenied fOQeed TO yfoconom - enh taniese 
i. Ot8y , OG att sees. "eat nem of Beakysp: Stow 
eTSiwo ont . vod Sout’ ah emisid oLidwur eof as 


Hatin egleTh - -odt Lis 3qf5ed- to tmegeoe- sa? due 
ae fe p ai ie 


HHO te T “Stow Sigood. att $2979 oe Baew 
L seats secs of stag sy Obie, Te motton | 
vy SFB TROD E to @tecwe.- of «red -Febend- 


‘OY sual .cobtay heaped Hee toitous - ae 

ae 3. BOR. ete itstoosag ,o&gsesd bos. ah 
| AAaiha 2 ee te oes PRES. oug si0s% 
nel DEE euad.. lock chy mes geri eer {9 ioege | Bae 
wee te se s6% Beh -ont ~ 5 "bees . os tagnde bess sens. 40° 
RENO 8 Bog ad absoxl Sat. Seat ia higesncnae Hy sat : amo 
FOF 288 . BOW Odew ae bw mene 


ay 


b 


-285- . 


and other "quasi-public" lines of business, as an exception to, the 
general rule of free competition. But we are now beginning to find 
that the same possibilities of economy which first showed them- 
selves in these distributive enterprises may be realized also in 
productive industry. They are felt to a considerable degree in all 
kinds of enterprise involving large plant; and there is wery reason 
to believe that the tendency toward consolidation will be as inevit- 
able in manufacturing as in transportation. In the one case as in 
the other, we may expect that laws against pools will contribute to 
the formation of trusts, that laws against trusts will lead to 
actual consolication. 


On the other hand, we need not expect this process to be a sudden 
one. There are practical limits to the economy of consolidation, 
which are more effective than the legal ones. The difficulty of find- 
ing men to manage the largest of these enterprises constitutes the 
greatest bar to their success. Just as in an army there are many who 
can fill the’ position of capitan, few who can fill that of colonel, 
and almost none who are competent to be generals in command - so 
in industrial enterprise there sare many men who can manage a tnous-— 
and dollars, few who can manage a million, and next to none who can 
manage fifty million. The mere work of centralized administration 
puts a tax upon the brains of men who are accustomed to a smaller 
range of duties, which very few find themselves able to bear. 


Nor is this all. The existence of a monopoly gives its managers 
a wider range of questions to decide than came before any of them 
under the old system of free competition. Where several concerns are 
producing the seme line of goods the price which any of them can 
charge is largely fixed by its competitors. It is compelled to sell 
at market orices. The manager concentrates his attention on economy 
of production, so as to be able to make a profit at those prices 
while his rival is perhaps making a loss. But when all of these conh- 
cerns are consolidated under a single hand, the power of controlling 
the prices of the product is vastly greater. The manager no longer 
asks at what rate others are selling; he asks what the market will 
bear. To answer this question intelligently he must consider the 
future development of the industry as well as the oresent. The dis- 
cretionary power whic the absence of competition places in his hands 
constitutes a temptation to put prices up to a point injurious to the 
public and ruinous to the permanence of the consolidated company. 
Our past experience with industrial consolidations proves that very 
few men are capable of resisting this temptation or of exercising the 
wider power over business which the modern system places in taeir 
hands. 


The name trust, which is popularly applied to all these large 
ageregations of capital, was somewhat accidental in its origin. It 
has, however, an sppropriateness which few persons realize. The 
managers of every consolidated enterprise whether based on a contract, 
a trust agreement, or an actual consolidation, are exercising powers 
to benefit or injure the public which are analagous to those of a 
trustee. It has been said that all property is, in its wider sense, 

a trust in behalf of the consumer. But where competition is active, 
the vower of using your business methods to impose high prices 1s so 
far limited that the chance for abuse of this trust is greatly lessen- 
ed. It is only in the case of large combinations, with their dis- 
eretionary power for good or evil, that the character of the trust 
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reposed by society in the directors of its business enterprise makes 
itself really and truly felt. With these trusts, as with every other 
trust that deserves the name, it is hard to provide legislative 
machinery which will absolutely secure its fulfillment. The ability 
to handle any trust is the result of a long process of legal and 
moral education. We cannot make a law which shall allow the right 
exercise of a discretionary power and prohibit its wrong exercise. 
But it is possible to modify the existing law in a great many 
directions, which will hasten instead of retard the educational 
process. Thus far most of our statutory regulations have been in 
the wrong direc.ion. Ye have attempted to prohibit the inevitable, 
and have simply favored the use of underhanded and short-sighted 
methods of doing things which must be done epanly if they are to be 
done well. 


To make matters move in the right direction, at least three 
points must be kept in view. 


I. Increased responsibility on the part of boards of directors. 
Where the members of a board are working for their own individual 
purposes, ignoring or even antagonizing the permanent interests of 
the investors, all the evils of industrial combination are likely to 
be seen at their worst, and the possibility of improvement is reduced 


to a mininunm. 


In the first place, the mere fact that the directors are allowed 
to ignore their narrower and clearer duties to the investors pre-— 
vents them from recognizing the very existence of their wider duties 
to the public. They think of business as a game, which they olay 
under certain well-defined rules. They sacrifice those whom they 
represent in order to win the game for themselves. This wrong 
underlying idea prevents them from rightly conceiving of any trust 
which they may handle. 


In the next place, the temporary interests which the directors 
pursue in endeavoring to manipulate the market are not likely to 
coincide with the interests of the outside puolic, whether laborers 
or consumers. The interests of the speculator may be furthered by 
these very fluctuations in price which it is the ostensible object 
of the consolidation to avoid. If a business like that of the Standard 
Oil Company is run with a view to the permanent interests of the pub- 
lic, it will generally be found that prices are made relatively low 
and steady, and that laborers are given constant employment; but 
in some other cases, where the property has been subject t0 manipula- 
tion, the results have been just the reverse. 


Finally-~ and this is perhaps the most important point of all - 
if the directors are allowed to make their money independently of 
the interests of the investor and consumer both, the education in 
political economy which should result from business success or 
failure is done away with. If a man is managing a business with a 
full sense of resconsibility to those who put money into the enter- 
prise, a failure to serve the public means, in the long run, a fail- 
ure of his own purposes and ambitions. If this failure is but 
partial, he will learn to do better next time; if it is complete, 
he will give place to someone else. But if he has taken up the 
_ industry as a temporary speculation, buying the securities at orices 

depressed by false reports, holding for an increase of value, and 
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selling them on false pretences to deluded investors, no lesson is 
learned by the management of the enterprise; and the same mistakes 
may be repeated indefinitely under successive poards of directors. 
Greater strictness with regard to the formation of new coupanies, 
increased publicity of accounts, clear recognition, legal and moral 
of the responsibility of directors who have made false reports to the 
stockholders — these are conditions precedent to any radical and 
thorough reform of existing abuses. 


2. A change in the legal character of the labor contract. 

Here we stind on more doubtful ground. It is easy to say that 
the present relations tetween large corporations and their employees 
are unsatisfactory. It is difficult to say just what should be done 
to make them better. As matters stand at present, a strike begun 
on trivial grounds may be allowed to interrupt the whole business of 
a community. The natural alternative would seem to be compulsory 
rbitration; but this in oractice has not worked nearly as well as 
mld be desired. It is vrobable that in this respect changes in 
é laws must come slowly. An obligation of a consolidated company 
to perform continuous service must be coupled with a clearer defini- 
tion of the obligations of the workman in this respect. Whatever 
can or cannot be done by legal enactment, society must at any rate 
recognize that those whom it has placed in charge of large industrial 
enterprises are not simply handling their own money or other people's 
money, but are above all things leaders of men; and it must judge the 
financier, who has through his negligence allowed the business of 
the community to be interrupted by strikes, as it would judge the 
general who, in his anxiety to secure the emoluments of his goizice, 
had allowed his country to be invaded and his armies paralyzed. 


3. An increased care in the imposition of high import duties. 


In the past we have allowed the manufacturers in each line of 
industry a great deal of freedom to suggest what the tariff on the 
products of their foreign competitors should be, knowing that if it 
was placed too high the internal competition of new enterprises 
would reduce profits and prices to a not exorbitant level. Of course 
mistakes have been made in this matter which have caused serious and 
unnecessary variations in price; but as a rule domestic competition 
has set moderate limits to the arbitrary results of tariff-making. 
When, however, domestic competition is done away with, the danger is 
more serious and permanent. It is hardly possible to deal very 
directly with the tariff question without going beyond the limits of 
an article like this; but it is safe to say that in those industries 
which are at all thoroughly monopolized public safety will generally 
demand that duties be placed on a revenue rather than a protective 
basis. The fact that an industry can thus organize itself shows that 
it has outgrown the period of infancy. If it continues to demand a 
prohibitory tariff on its products, the presumption is that it is 
trying to make an arbitrary profit at the expense of the consumer. 


Such are the general directions in which private corporations 
must expect increased restriction, as they become more or less complete © 
monopolies. But there is a still deeper question which many are ask- 
ing, and to which not a few are giving a radical answer. Will such 
monopolies be long allowed to remain in the hands of private corpora 
tions at all? Is it not rather true that this consolidation is a 
step in the direction of state ownership of industrial enterprise? 
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Is not a grave crisis at hand in which there will be a decisive 
struggle between..the forces of individualism and socialism, of property, 


and of numbers? 


It is quite within the limits of possibility that many of these 
enterprises will pass into government ownership in the immediate 
future; but it is highly improbable that this tendency toward con- 
solidation is increasing the dangers of a conflict between individual- 
ists and socialists. Its net effect is to diminish these dangers 
by making the question of state ownership relatively unimportant 
to the public ag a whole. This may seem like a surprising state- 
ment, but there are a great many facts to justify it. There has 
been of late years, in connection with these movements toward con~ 
solidation, an approximation in character between private and public 
business. Formerly the two were sharply distinguished; toOday their 
methods are much closer to one another. Private business can do little 
more than vay interest on the capital involved, because of the in- 
creased intensity of modern competition. Public business can do no 
less than pay interest on the capital involved, betause of the 
increased vigilance of the taxpayers; for the taxpayers will not 
tolerate a deficit which increases their burdens. But obviously the 
position of the consumer toward a private business which pays less 
than four per cent is not likely to be very different from his po- 
sition toward a public business which must pay more than three. The 
distinction from the financial standpoint is thus reduced to a 
minimum; nor is it much greater, if we look at the matter from the 
operating standpoint. The officers of a large private corporation 
have almost ceased to come into direct contact with the stockholders; 
and to a nearly equal degree our public administrative officials 
who actually do the work have ceased to come into contact with the 
voters. The private officer no longer seeks simply to please the 
individual group of politicians. The man who does so is in either > 
case charged, and rightly charged, with misunderstanding the duties 
of his office. The more completely the principles of civil service 
reform are earried out, the closer does the similarity become. 

The responsibility of public and private officials alike leads them 
to the exercise of technical skill and sound general principles of 
business policy, rather than to the help of influential private 
interests. Under these circumstances,the character of good public 
business and good private business becomes so nearly alike that it 
makes comoaratively little difference to most of us whether an enter- 
prise is conducted by our voters or by our financiers. The one 
question to ask is, which method produces in any case the fewer 
specific abuses. We may look with confidence to the time when the 
question of state ownership of industrial enterprises will cease 

to be a broad popular issue, and become a business question; which 
economic considerations may perhaps lead society to decide in 

favor of oublic control at one point and private control at some 
closely related point. There will, of course, always be a conflict 
between those who have more money than votes, who will desire to 
extend the sphere of commercial activity, and those who have more 
votes than money, who will desire to extend the sphere of political 
activity; but to the great majority of people, who have one vote 
and just money enough to support their families, it is not probable 
that this conflict will ever create a general issue of the first 
importance. 


We may sum up our general conclusions as follows: So far as the 
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present tendency toward industrial consolidation is a financial 
movement for the sake of selling securities, it is likely to be 
short lived. So far as it is an industrial movement to secure 
economy of operation and commercial policy, it is likely to be 
permanent. Attempts to stop this tendency by law will probably 

be as futile in the field of manufacture as they have been in 

that of transportation. The growth of these enterprises creates a 
trust in a sense which is not generally appreciated; it gives their 
managers a discretionary power to injure the public as well as to 
help it. The wise exercise of this trust cannot be directly pro- 
vided for by l2gal enactment; it must be the result of an education- 
al process which can be furthered by widened conceptions of 
directors! responsibility. As this process of consolidation and of 
education goes on, private and public business tend to approach one 
another in character. The question of state ownership of industrial 
enterprises, instead of becoming an acute aational issue, as so many 
now expect, will tend rather to become relatively unimportant, and 
nS improbably be removed altogether from the field of party 

po C8. 
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The Finencicring of Trusts 
By Hon. Charles S. Fairchild 


The subject that I have been asked to oresent--"The Financier- 
ing of Trusts"--is one as to which there is, probably, muca confusion 
in the minds of many oveople. But it is so si.ple and tie process 
is so obviously te one that must be followed that I an doubtful 
if I can worthily take any of your tiie. 


The motives and the orocesses wnicn produce a cheese factory 
or creamery are much the same as those wnich oroduce otner business 
combinations or so-called trusts. A,B,C,D, and E own dairy Taras; 
they become satisfied in some way that they can manufacture and 
sell butter and cheese at greater advantege if taney coaodine dota 
for manufacture and sale than toev can if they continue in tne old 
way on each individual farm. : 


They may reach this conclusion through the talk of soe man 
who wishes the job of tanaging the u.anufactory or by talk among 
theaselves. In the one case there is a promoter; in tne otner, not. 


But coming to my imuediate subject, owing to the fact that 
usually tie things which we nave in mind now are made ov the union, 
under a new corvoration, of vrivate concerns and of corporations 
more or less widely senarated geograpnically, and because tuere 
are laws about corporations that must be co.aplied witn or evaded, 
some things are done in their financiering which wake apparent 
differences between them and the familiar cases of waich I nave 
spoken. But the difference is sore apparent than real, as will 
apoear wnsn botn are well understood. 


Several sanufacturers whose factories are in as many different 
places come to believe that it is for tneir advantage to unite 
their various businesses: they consult as to tne value of treir 
respective real estate, tools, machinery and business connections; 
then they organize a corporation under soe state wnere toe laws 
are suitable for their purpose, providing for a maximum of secur- 
ities of various kinds, mortgage bonds, preferred and common stock-- 
all or any of these as they say determine-~and then sell their 
properties to the new corporation, taking in payment tne securities 
of the new corporation in suca oroportions as tne value of each 
proverty is to the value of all of them. 


Or in another case the prowuoter acts. He goes to each of the 
manufacturers, obtains an option upon tneir properties, agreeing 
to oay for the same; it may be in cash or in the securities of the 
new corporation, or vartlv in casn and partly in securities. 
He organizes ais couwnany and agrees to sell the properties uoon which 
he has his options to the new corporation for all the securities 
taat it nas issued. He then distributes vart of these securities 
to those who have agreed to take them in oayment for their prcperties, 
and sells to outsiders--new wen--generally called "tae ouolic,"” 
anotner oart of the new securities for cash, which is used to vay 
che .oney to those sanufacture?s wao have agreed to take aoney in 
whoie or in part, and also an agreéd oart of the cash taus réalized 
is kept in the treasury of the new corporation as a working capital 
to avoid the necessity of selling tne paver of the new cowoany, 
as orobaoly all of tne concerns thus co.dined had been ooliged to 
do before the cooination was made, Thus provision of cash for 
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working capitel is also generally sade in whatever way tae co.io0ina— 
tion be brought avout; it is certainly always done if go:c juagment 
and prudence nave been respected in tne forisation of tne co.:0ina- 
tion. If imany cases, I think it ay be said, that one of tas strong 
inducements which have caused szanufacturers to enter into taese 
combinations has teen tiat they signt be freed from tne worry and 
veril of constantly raising .oney on their business paper to carry 
on a business which was not eouioxed with sufficient casii capital. 


After enovgn of tne securities nave been distributed and sold 
to fulfill the engagements of the promoter, he tries to nave a good 
supply left in his hands to reimburse him for his expenses and pay 
him for his tiszie and lavor. In some instances this pay is said to 
have been very large. Nseturally as to this I nave no oositive 
knowledge in any instance, only rumor and gossip. Tais method of 
payment is the seme as tnat of the reorzanizers of railroad and 
other concerns; it is in the nature of a lawyer's contingent fee, 
dependent upon the success of the underteking or suit, and is 
naturally larger tnan it would be if sade in cash. 


During the processes wiich I nave described, underwriting 
syndicates iave orobably been employed to sake sure that a sutilcient 
amount of securities snall be sold to secure the cash needed, and 
there heve been one or more bankers who may nave loaned soney needed, 
pending the final launching of the new cosipany and way also have 
been employed to bring out its securities, i.e., offer tnen for 
subscriotion by the public. Syndicates and bankers must be valid 
their commissions out of the surplus securities. 


Perhaps a concrete illustration may help toward a clearer under- 
standing of just how this part of the financiering of tnese combina- 
tions is managed. Let us assume that the promoter has secured options 
upon the plants, assets and good-will of ten separate aanufacturing 
concezns, for which he is to pay, under the terms of his options, 
#3,000,000 in cash and $6,000,000 in preferred stock and $4,000,000 
in common stock of a new cownany of $20,000,000 capital (half ore- 
ferred stock) to be formed to acquire the entire plants, stock and 
other assets, good-will, etc., of tie ten concerns specified, and 
to have wien formed at least $1,000,000 of working capital. As soon 
as these ovtions are in this definite shape the promoter goes to 
spme financiel house or firm of orivate bankers for assistance in 
raising the $4,000,000 of cash which the plan requires. He presents 
the facts as to his options and his program and proposes that if they 
will arrange a syndicate to underwrite or guarantee the purchase 
of $4,000,000 of preferred stock and $4,000,000 common stock for 
$4,000,000 in cash he will give then a commission of 5,000 snares 
of the common stock of tne company. The bankers give the entire 
oroject careful investigation, usually employing experts and ac- 
countants to report upon the facts as to the business and profits 
of the constituent coupanies. If the result is satisfactory, the 
promoter gets a favorable answer and the bankers become the menagers 

of an underwriting syndicate. In carrying out this part of tne 

program they proceed to lay the watter before the individuals or 

companies to woom they desire to offer an interest in the sarket—- 
ing of the stock. This is naturally done by submitting copies of 

a syndicate agreewent reciting tnat toe subscribers agree to pur- 

chase at var the number of shares of oreferred stock set opposite 

their respective names, receiving as a oonus an equal amount of 

common stock--but the whole conditioned upon there being an aggregate 

subscription equel to the $4,000,000 to be raised. If this amount 

is oversubscribed some sudscriotions are either thrown out or cut 
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down. If it is not subscribed the orojecit sas to oe 2oandonea 
or nodified. In souie cases tne desired end is scuz:t by a public 
announcement of the terms on wnier subscrivtions will be received. 


If the cutire $4,000,000 is subscribed the next step is to 
require tie p2yment of tie subscriotions allotted. This gives the 
syndicate wenagers the $4,000,000 cash which tne plan Tequires,. 

The new comoany is then incorporated with an authorized capital of 
10,000,000 »referred and $10,000,000 common stock, of wuica oerhaps 
5,000 of tne common stock is naid uv at once; and on tais tae coa- 

pany begins business with a regular board of directors. Tue ssock- 

holders owning this first $5,000 of stock (50 snares) taen vote to 
authorize the increase of the cavital to the a.ount fixed in tne 
certificate of incorporation and approve the issue of ali tre 
additioncl stieck in a block to John Doe, the vromoter, in excrange 
for the varidus pvlants, assets, etc., and the $1,000,000 casi whica 
the new couiosny was to acquire. Then dv siamltaneous transactions 

John Dos geis tac $10,000,000 preferred stock and $9,995,000 com- 

mon stock; of this $6,000,000 of the preferred and 34,000,000 of 

the comson stock are oassed on to the owners of the origiual 

companies; $4,005,000 of each is passed to the syndicate, whereupon 
it turns over to John Doe tne $4,000,000 of cash, which he in turn 
<ses to vay tie cash required bv the options and taat waica is to 

go into the tr-asury of the new company; at tne same tise tae 

titles of the verious oroperties are oassed to the new comoany. John 

Doe tnen fin himself--after turning over to tne oanking house 

which formed the syndicate the 5,000 shares of coa.ion stock “gre d 

upon as commission for their services--the possessor of 14,350 

snares of comaion stock, of the par vaiue of $1,495,000. 
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In planning tae details of the various consolidations tue 
been great diversity. In so.ie cases tniere sas been only a sing 
kind of stock--common stock. Such, for exraple, are tae Standard 
Oil Comoany and the Auwalgamated Copper Company--both among the 
largest of tne so-called trusts. In most cases, nowsever, taere have 
been two kinds of stock--—preferred -nd common--frcquéently cvonly 
divided in amount between tne two. “When put ouvt to the dubdlic 
through a syndicate, tae preferred stock has usuelly beon offcred 

at oar with a bonus of an equal asount, or 60 per cent, 75 er 

cent, or 80 per cent, in comuon siock. In the terms on waica 

the preferred stock is issued, there is e¢cual diversity. So frr 

as one can generalize, it might oerhaps be seid that the «ost 

general plan has been to issue a 6 per cent or 7 oer cent voreferred 
stock, preferred not only 2s to dividend ne.ied, but as to assets 

as well. In some cases tue position of the oroferred stock aas been 
made exceptionally strong. Take, for.cxcmple, the preferred stock 

of the Royzl Beking Powder Co.pany which, under the plan taere 
followed, is 2llowcd no voting power or representation in tis asnage- 
ment so long as the quarterly dividends of 6 oer cent oer annum are 
regularly and vroaptly paic. But if tnere snould be a default in 
the vavwent of that dividend, tae entire voting vower and sanageient 
pase from the common to the oreferred stockholders. This vdrovision 
thus leaves tre preferrcd stockholders in muci the same position 

as if their interest was represéatéed dy bonds+--dut without tne aiffi- 
culty, expense and delny of foreclosure in case of default in pay- 
went of interest. 


ct ct 
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In tne wost of the recent consolidations there has been 
included no bonded Geot. Tris I oelieve to be wise, inasmuci as 
it leaves the comoany witn ao fixed charges and thus in a auch 
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stronger position in a veriod of deoression tian it would occupy 
if it were obliged to weet the interest on a large a.uount of bonds. 
Because of this infrequent use of bonds in tie consolidations wrich 
have been wade in the industrial field, tne first iong continued 
period of deorescion will ot -roduce tae abundant crop of reorgan-— 
izations tnat nas in the oast attended depression in the railroad 
field. 


In the issue of common and oreferred stocks in the capiv>liza- 
tion of tne corpor-tions we ave consid:ring, an attempt aas fre- 
cuently been made to limit the oreferred stock to the value of the 
actuel tangidls assets turned over to the new co.ioany, real estate, 
plants, tools, wachinery, stocks of goods, working capital, evc., 
leavin: the coumon stock to cover tue value of the good-will, expected 
éarnings, expenses of promotion, etc. . Tais brings uo a question 
which is of much i-viportence to tose wio invest in the new coupany's 
stock, viz.: "In wnat manncor nas the value of this good-will veen 
esti.ated in fixing e orice unon tue various constituent co.ipanies?" 
Nearly every oroposition for a consolidation has been acco.uocanied 
by tne results of a careful investization into the net earnings 
of tne constituent companies for a number of years vast. These earn- 
ings, augmenved, perhaos, by an estimate of the economies to de 
effected by tne consolidation of tne various enterprises, form the 
basis of tac estimated net earnings of the new coupany. Care is then 
taken that tue capital stock is not wade so large the t the cstiaated 
earnings will not afford the dividend uxon the prefer red stock and 
a sudstantial dividend upon the common siock. 


In some cases toe value of tne good-will acquired las ofen 
very carefuliy estimated. For exsinole, the oromoters of one company 
made a special voint of tne conservative sethods employed in ar- 
riving at the value of the soodwill of tic comoanies woich were 
consolidated. Accordins to tueir stxtesent the new cosioiny was 
virtually buying the real estate, plants, stock, etc., on tre basis 
of appraised cash value. In addition an allowance was «sade for 
zood-will, calculated uvon this basis: Frou the net profits of 
ego company deduct 7 oer cent coon tus caditel actually eaployed, 
14 per cent upon srles,whica were 2bdout tares tiaes tae capital, 
3 per cent for deoreciation on brick ouildings, 4 er cent on 
frame buildings, and & oer cont on machinery, ix the average ne* 
earnings were in excess of all tais, and in this case it spocared 
from the promoter's statemont that taucy ususlly were, tic excess 
was capivelized as good-will on tae pasis of 20 ser cent per 
annum, ic¢., the value of the zood-will was estimated to be five 
times tne amount of such carnings nh excess of 7 per cent or 
capitel end allowance for devoreciation. 


In sone cases, however, therc has not even been a orctext that 
tne capitelization Was peced uvon a careful investigation of tne 
actual earnings of the constituent comoanies. JI havein mind a 
certain conslidation wnrich it was desired to effect. Tre  orouoters 
pase tae brokers wao atteuoted to pring it out, however, in ticir 

ospectuses carefully avoid ed tne sudject of actual net earnings 
of tae constituent cowoanies, but based the esti.ate of es arn. ngs of 
the new comoeny uvon nothing wore epee than the quantity of 
product annually turned cut and an-estiuate tnat the selling >orice 
Jad been and rculd be abdout twice the cost of producing tere article. 
It is sardiy to be wondered at that the croject was not sufficiently 
attractive to enlist the necessary invest«uent support. 
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Many of these large industrial corporations aave dcen formed 
to ourchase, not the actual plants cnd assets, but tae waole or. 
a large part of the stock of the constitucnt companies. Tais stock 
even when the wnole is owned ody the new corporation, is tnen kept 
alive and constitutes the form*l assets of the new company. 


I wight describe all the steps taken in tae foruation of the 
corporation, were taere tiwe; gut it is only wnat is done in tae 
formation of a corporation for any purpose, 2nd, wnile intcresting, 
does not belong esvecially to tihis subdjecct. 


I nave a table of the kinds and a.ounts of the securities uscd 
by some of the wore iuportznt of the 300 or 300 corporations of this 
nature that have been forced within the vast fow years. (Tuis 
table is shown on page 285.) 


All this that I haye described wnich is in excess of wnat is 
dons in tae foruation of the cheese wanufacturing coubinntion is 
rendered necosspry cithor bv the state laws governing coroorntions 
or by tae need of raising: cash c-pital, or to cnable tno consti- 
tuent meubers of tus corporation to conveniently collect tacir 
orofits from the combincd business in voroper proportions 7nd to have 
@ reoresentstion of tacir interests tacrcin rnich is dividcd in such 
rok ae cnedle portions of it to be sold or trensmitted to hcirs, 
Sic, ; Cts. 


In substance, however, therc is no difference. Tho milk 
delivercd worning *nd evoning during the veer is unen farmer's 
contribution to tac coibdinetion; his intsrcst) in tac whole v-rics 
according to both curlity -nd cucntity of milk, just as in the 
other co“binations the interests vrry scecordig to the qu-lity and 
quantity of property snd good-will or busisncss contributed by orch. 
Just a8 @ crummory will be successful es it is well or ocdly wanaged, 
or as 18 the wnrkect for its products, so in like proportion will 
any Otncr ousiness co.wwbination succecd, and for like cnuscs. 


Toc iln-rger coubinations, however, through thoir securivics 

affect finencinl matters genernlly to a groater or less extent 

as they co.e into the stock swarket and into the ficld of invest- 
ment and speculation. Naturally the uncertsinty as to amount 

and regularity of profits attend-nt upon one of taese entorpriscs 
while it is now will wake its sccuritios a fruitful object of 
socculation.,. Time and exvericnce will soft thea and cause each 
_one vo take its oroocor vlace in tae saare list. All otaer business 
securitics, be tnaey railroad, telegraph, bank stocks or wastnot, 
have end wust go tarouga a like sifting and settling process and 
their vaiues ere and will be constantly chonging. Soule of the other 
industrials, as they are called, have come to be as regular in 
their dividends and as stable in orice as the best railro7d 
a tet and some of the. are wuch «cre resoved from the spcculative 
ield. ) 
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OF S6ME..OF THE MORE IMPORTANT INDUSTRIAL TRUSTS. 


CAPITALIZATION 
Preferred Stock. Bones. 
Common Stock only: Common Stock. Amount. Rate. Character. Amount. Rate 
Amalgamated Copper Co $75 ,COO ,COO 
Diamond Match Co. 5 ,G00 ,000 
Standard Oil Co., of N.J. 100 ,C@0 , G00 
Preferred and Common Stock: 

fen " ¢ ot 

hiss ae 
Am. Agricultural Chemical Co. 16,500,000 916,500,000 6 C.As 
American Beet Sugar Co. 5,000 ,C0O0 4,060 , O00 6 NC. 
American Brick Co. 7,568,800 7,500,C00 7 NC. 
American Bridge Co. 34,500,600 23,800,000 7 CA. 
American Car and Foundry Co, 29,690,000 29,090,0CO0 7 NC.A. 
American Chicle Co. (chewing gum) 6,000,800 3,000,000 6 Ce 
American Ice Co. 22,939,100 12,440,400 6 C. 
American Linseed 0il Co. 15,475,000 15,475,00C 7 NC. 
American Malt ng Co. 14,500,000 14,440,000 7 C. 
American Rafliator Co. 3000 , 000 3,000,000 7 - C. 
American Smelting and Refining Co. 27 ,40€ , 000 27,400,000 7 Ce 
American Steel Heop Co. 19,0C@6,¢00 14,000,006 7 CoAe 
American Steel and Wire Co. 56,000 , 000 40 ,@00 , G00 7 Ce 
American Sugar Refining Co. 36,968,600 36,968,€30 7 
American Tin Plate Co. 28,009,006 18,000,000 7 C. 
American Tobacco Ce. 54,580 ,600 14,000,000 8 NC.A. 
American Window Glass Co. 13,660,000 4,000,C0O0 7 C. 
American Woolen Co. 29,903,100 20,000,806 7 C. 
Continental Tobacco Co. 948,846,100 448,844,660 7 NC.A. 
Fistilling Company of America 46 5,250,000 31,250,000 vf Ce 
General Chemical Company 12,500,000 12,500,000 6 C. 
Glucose Sugar Refining Co. 24,027, 300 itgShO 300. 7 C. 
Havana Commercial (Cn, 10 ,00C ,G00 6,000,000 7 C. 
International Car Wheel Co. 3,225 ,000 Lali oy -19 CA. 
international Power Co. 7,4C0 ,000 600,000 3 C. 
International Steam Purp Co. 15,000 ,O00 8,850,000 6 C. 
National Biscuit Co. 29,280,000 23,200,000 7 C. 
National Lead Co. 14,905,400 . 14,904,000 7 C. 
National Salt Co. 3,500,000 2,400,600 7 NC. 
National Steel Co. 32,000,000 27,000,000 7 C.A. 
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National Tube Co. 

National Wall Paper Co. 

Otis Elevator Co. 

Republic Iron and Steel Co. 
Royal Baking Powder Co. 

Rubber Goods Manufacturing Co. 
Union Bag and Paper Co. 

Union Typewriter Co. 


United Shoe Machinery Co. 
United States Rubber Co. 
Stock and bonds: 
American bicycle Co. 
American Cotton Oil Co. 
American Hide and Leather Co. 
American Writing Paper Co. 
American Thread Co. 
Asphalt Company of América 
Central Foundry Co. 
Federal Steel Co. 
International Paper Co. 
International Silver Co. 


Mt. Vernon--Woodbury Cotton Duck Co. 


National Starch Manufacturing Co. 


New England Cotton Yarn Co. 
Standard Kope and Twine Co. 


United States Envelope Co. 
United States Flour Milling Co. 
United States Leather Co. 


LL LE LL CL LL ICL LO LL LEE OO CCE ET CE EL CC tes ra 


C - Cumulative 
NC= Non-cumulative 


Common Stock 


40 ,000 , 000 
27,931,500 
6,000,000 
27 , 352,000 
1€ ,000 , 000 
12,114,900 
16 ,000 ,000 


Preferred Stock 


Amount 

40 ,000 ,009 
7,500,000 
4,000,000 
20,852, J00 
10 ,000 , 000 
6.356:,300 
11,000 ,000 


10,000 ,000(is}) 4,000,000 
(2d) 4,015,000 


8,660,725 
23,666,900 


20,000,000 
20,237,200 
11,500,600 
9,500 ,000 
6,000 ,002 
30 ,600 ,0CO 
7 ,©00 ,000 
46 , 484, 300 
17 , 442 ,800 
9,946, C00 


9,500,000 


8,657,700 
23,525,500 


10,000,000 
10,198 ,600 
13,000,000 
12,500,000 
6 ,000,C00 
7,000 ,000 
53,201,000 
22,406,700 
5,111,500 


4,450,700 (1s+¢ 2,219, 400 


5 ,000 ,000 
12,000 ,000 


750,000 
3,500 , 000 
62,854, 600 


(24d)1, 846,800 


5,000 , O00 


3,750,000 
5 000,000 
62,254,600 


Rate 
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Bonds 
Character Amount Rate 
C 
Debenture Stock 
NC. 
Che 
CA. 
Cs 
CA. 
Ce 
C. 
Ge 
NC.A. 
se 10 ,00C , O0C 5 
NC. . 3,068 ,OO0C 8 
CA. 8,445 , C00 6 
CA. 17 ,000 ,O00 5 
cued 6 ,000 ,CO0C 4 
--- 30 , 000 , COC 5 
C. 4,000 ,O00 6 
NC. ne 23 , 334,000 5 
C 8,782,600 6 
C 3,992,000 6 
(7,000,000 6 
neo (5,000,000 Ine 5 
CA. 3,042 ,000 6 
CA. 5,700,000 5 
Ch. 
~-- (2,878,000 6 
(7,500,000 Inc 5 
Ce 2,000,000 6 
C. 7,500,000 6 
C. 5 280,000 6 


A-Preferred as to assets as well as dividends. 
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Reading No. 32. 


The Distribution of Securities in che Formation of the United States 
Stecl Sorvoration 


During the oeriod from 1898 to 1901, woen the formstion of 
industrial consolidations was wost active, comparatively little 
attention was given, either dy tae promoters, the underwriters or the 
owners of trie consvituent sroperties, to tae important eco.o..1c 
probleiis connected wita the effects of t..e various consolidations 
upon tne relative status of tne oarties in interest. In ceitsin 
cases coitaL: ints were gece in conferences, aad occasionally in the 
financiel oress, that the owners of important plants were unfzirly 
treated in tae 2 pe ion of securitios, out in general tus 
answer te suci caarges, "If vou don't like tie teras you can svay 
out," was considered a sufficicnt justi: Pacati jn For aay vlan tuat 
oroved acce table to a sufficient number of interested o.2rties to 
ensure its adontion. 


Att ention in a large way was first celled to tre serisusness of 
the oroole. in the HYerriuen suit acainst the Nortnsrn Securities 
Company, the Herriman interescs asking for the return of tne securitis: 
excaanged for Northera Sccurities stock, rather than a oro-rata dis- 
tribution as »roposed by the directors and aporoved by the stock- 
holders. After tae cage nad beon exhaustively argued, the Supreme 


Court refused to sanction the »setition of the Yarriman intercets for 


several reesons--one of taeu being tae difficulty of orerorvii 8 

the equitics in ths situation between the Hili-Morgan and tie Harri- 
man grouos by the use of the direct-return aethod. Tae ie alee ed 
method was approved, one of the important reasons bcing taat in this 
way all parties at interest must of necessity receive an cquitable 
interest in the several indeoendent coa.enies created by tne order 
for distribution. The continued success of tne United States govern- 
ment, acting througno the Devartiuent of Justice and tic csurts, in 
forcing tre dissolution of ny of our wore important cone solide od 
corporations, has given wore than an academic interest to ta 0 
oleus necesss iva) connected with the equitable distrioution of 
securities, both in the orocess of for.uation and in that of dis- 
integrat:on. 


Alresdy the Northern Securities Comzany, the »owder consolida- 
tion, tne Standard Oil Co.upany and the A.serican Tobacco Couivany nave 
been disintegrated and their securities distributed oy tne ‘To- 
rata metaod on ender. of the Suore.uie Court. A decisioa azalinst 
the Harvester Trust has been rendered ana its dissolutiin is now in 
orocess. The suit of the United States government against tae United 
States Steel Corporation, asking for its dissolution, is being 
expedited under tne law witno all possible soveed. Several over 
cases are either before tue courts or save veen setticd witnout 
litigation ov conferences bevween the reoresentatives of te corvnora- 
tions and of tne government. Under these circumstances a .iore 
exact knowledge of tne process by weéans of wnich consolidstions are 
forned is a necessary orerequisive to an understanding of tueir 
economic sffects upon Si nareholders, wiether such aggrezntisons 
of capital are oermitted to remain intact or are forced ts disinte- 
erate ov order of tue.courts. 

I 
oirly well defined metuods in wore 
ibution of pentwenuae in tac forma- 
St in oractical imvortance way be 
econd, tne Moore method; tre taird, 


In genersl tnere are taree 
or less common use for tze dis 
tion of consolidations TAG yt 12 
celled tae bargain wethod; tae 


4. 


the scicntific wethod. 
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Wei operating under the firgt olan, the orouoter orovides for 
@ waxiwum of securities to be issueo ov tie centr21 cor :0ration 
and tien enters into contracts or 2gTee.cnts to exchanze tre securitie 
authorized for tie securities of tne cuat7nies voicn it is 2noped to 
consolidate into one coworny om tuc best teras possible. Tae? wore 
favorzble tie rate of exchange 1n any vartioular casé, tase 
the snere of securities whith mrad remzin in the hands of t21e »ro- 
moter. Since sowe of the owners of tie verious oroverties included 
in tne olen of consolidation are shrewder av barge ee ce Or Lore 
favoreoly situated for indesendent action, 1t nece srily follows 
tiat tcose thus situated inv>riaoly obtain on obae Cae tiioution of 
securities a lirgsr interest in tue consolidasion than the intrinsic 
value of tuéir plants would justify. 


e setiod was devised oy ir. WJ. H. Hoore and wes used 


The oor 
by the Moore brotners, W. H. and J. H., in’ the Awsericean Tin Plate 
Como.any sae Aserican Saeet “etal Jowoanvy and several otaer 


consolidat ions 2rowoted by thew during the »2eriod of active consolida— 
tion. The first step in the xoore plnn is to secure casa options 
on all the oroperties tant are considered desirable for tne consolida- 
tion, so far as suci options cri be obtained at acceotaolse figures. 
A plan for the financial organization of tne consolidation is taen 
orepared. Next, arran igeuents are wade witn underwriters to supply 
the necessary funds to take ux all the options at tue aoprooria te 
wane, or such porticn iit oie as tac orowmoter judges will be Te- 
cuired. Finally, each orner of securitics in the comsanics on 
wiich cash options sre scld is offored cash or securities in the 
new ~ elealapt Qt ais sption. If all the ootion-givers s-isuld 
choose to take their oay in cash, wacre would necessarily be 
requircd Le ree resourcess in ready funde to censure the success of 
the srowoter's »len. Gonorrlly, Jowever, tas option-givors aave 
oreferred to take securities, and the sromoters using tis metrod 
have so arranged their financiel plans as to favor this inclina- 
tion. According to tne resort of the Industrial Commission, it was 
customary to offer esch of the option-givers seven Der cent cunu- 
lative oreferred stock eoual in ancunt to the face vaiue of tae cash 
option, and a like aziount of couamon as a so-called "bonus." Tue 
offer of the »romoters to give two nundred dollars! worth of stock 
instead of one hundred dollars in cash appeared so attractive, on 
its face, tsat the owners genersllv took the securities ratuer than 
the cash. “The require.ient for cash was thus reddced to a small 
fraction of the. valves involved in toe deal. Jt was usual, as 
would be exvected, for the orowoter to issue comuon stock in liveral 
Quantities, and tie total a.iount in excess of the oreferred was 
retainec in nis own hands as a reward for cis services. n tie 
case of the Aserican Tin Plate Cosisoany, 10/28 of all tae co.amon 
stock issued was tnus rctained. 


Tne tnird wethod, denominated tue scientific, exists in the 
world of finance as an ideal ratner taan as an actuality. Briefly, 
it consists in issuinz sccurities to tne owners of tue consisituent 
properties in exchange for their interests in sucn a way taat each 
will reccive zis »roportionate snare in tre increased sarnings in 
casé of success, and sasre also nis oroportion of tne losses in 
case of failure. Tais object is accowolished oy issuing (1) ore- 
ferred stock cquel in face value to tne tangible asscts witn such 
dividend rate, conditions of issue and of redea:tion as will aeke 
its market value equ2l its face value, and (2) cosmon stock in 
proportion to the surplus carnings contributed oy each coupany over 
and above tie requirewents for the oreferred. To find the amount 


aS FS:20¢ 46 ae Lewin: a chee ou at 
biakauae Sud) COe ORS oh ‘s3a0.09%38 0 esting 
OF Seec. al st Mobvwgedac wee ens De: ew hide 
SIO ect Cehd te gey ‘uted “deed yop fo EEO O@ 
LO Cad SS AE tee OR aeenacae * 

$a De She oes OE GE ie i Gildw as. a 
hebuloas aston Cle os a BuO LLY « eee Siesuic eit te Cue 
ne Be toteguad < 3 stbnes ei etn: CobtsbiLoasos 


ans 
ewol let he te sasden, it doltoe ‘Taebiecehut: tot o8g 
To aolsuct stato Ws gh cherie: yidaiiwal bevactie’ syde 
ofenitial cad ads MOLI OD fo {ENG - bakes Gr: wes tetil: RST S 


a SET iYavy - biuor atably ifsc 
bea. si:w Hae ‘OHSC.. “Ry de PEE sived- Bow, borite: “ip 
STHLF cee eae Of ten. a: OLS AE yb bee a ae <a BLP StS . 


tS05F¢ ‘Leteves Dan ME Porgk | tests. tsec8 -.a0b* ere ae el 


ico SVivoe to halts: eid siftih aes NG" Betocot: ago it: 
afk hCG Gene OxIee | 08 ‘et Pale. bL00k of at gees vars 


W 
tol loatoa eas. nat sit ripesh ‘beraeblarco:. oe gd velo togote 
metas li ts fo wiv Soon te ‘etistdo od 2@o stolégo (owe aa” 
toss eb nolitablloanbe oar iG eOltastas eto Litonnnl? ody 
vigqote® ct atoté “ewitgba ot iy sb4u. O18 eigewogcverns i dxed” 
atainceugen oct se" anette edt Ife ew gate of abmah vate 


‘EE GEE Bier sonbyt | tos one yah Say Bids how Me ‘Leto ge 

aE ve ‘e ‘a eS 8 as Lis pee. we 70 es ard ‘. por of TO88 Ea) ie eeD ae ay os Be vitae 
it it avtek aooe te fase 6 906%tS Bt bfoicnr acolten teas 
Ro.8  BLOP Dae wetcen CHE tr 34 paoitae bila ee okt 


os ed- Viisesesoen Btycr' exo 4, vite Sg we ae too? adse 
to. eetoole are ethaht oF Wik wt RoSEL Ms : -ouveet opt. 
Oval. B23 viene t tae’ ute a oe ty: ae VE Er Soi Ae ae ae 
boctem @h.t eotar exgegn otk i? Des raaté ivy 88 sabe oF 


i eke SL 
~sitterd etat tovet of aa: aege gasdemed® t ford beg 
feaiamood Laitvavhat ‘eds to Tiecet oe.) of Br 
tied “Yeo | cette cet Wein kite ect To oes TS eo . 
4880 o6T. ta éylev gest ect Gt tiycug at ksuoe doors berteton 
out S,ecood™ belfwomoe & ce gonmon, be tavote exkl 6 bre 
doote %6 vivxrow lerellos be chavs owt ovtg ot atetonen het” 
uno .evitos rites ee S¢tae ecds teso nt ated Lob, Sexbaun sac 4 
sat verter aeiitavese edt Woos vide cece Brew Sty: 28. r 
life's ot boobhe' auris enw ceed tot tis: etiapet wat: oa 
os -feupt aaw FD. ‘f80b ar ae Hom bapa at nine aga besinst * : 
adanthar Bein eee 
«BW betuete ze edd to apeoms’ Hh cor - fered oly bes 
ot at ootrtes Bhi TOs brenge, 8 es. eased ie 
noes ob sh St to BENOL, ic 0: ec Bh al? sot renk 
nS Cae ts !  epenkss 


py RAY ol elteiee conternsat a Gist _bedasctu cael: ies 
aVAISite .vetients 98° AB Be CELT 1egdat igebi ne ae 6 
PRSRT ence of3° Fo: a xetwa, ont. Of B6l¢isioge. itunet 
ose told Yor B nove wh etes STO¢nE aiess ot anise 
nf ephhntee beare tent 629) cng” Sugae. 91 BO RSE « 
al-eepeod oad te nomttoqaae: ‘aty oeie. at 
~enc-(L) prtdaat xa bocatlouddos a: 
A vay tty assane old igasy ‘s Sad: oF 
ae phe. SL dae an Ole gebst ys See. 
ve -o thealsete nearoe (8) fae. pan, 
aS ove YEAC eGo dose YS bese, 


Tak 


.? | ae, 


-299- 


of referred and cojuson to.be issued aad asSivned to tae several 
owners, it is uecessary (1) to wake on aoor isal of tae tangiole 
assets of each of tie couoanies, kééving the results sevarate, and 
(2) to anve an acozunt ing for the suroose of ascertaining the net 
earnings of each of tue sever lL Si eet TAT extending over 3 xeTiod 
of years sufficiently long to be reoresentative of ectunl earning 
oower. The common stock way be issued i any convenient s.wount, ore- 
feraoly slightly exceeding tne orererred, so taat control of tac 
coroorace oolicy of tne central corporation will be in tne aands 

of those holding tne contingent interests. The ismortant questions 
connected with the couson stock relate to its a ebadbuoneat To 
illustrate: it is »rovosed to consolidate tvo couwo7nies, A SHOeB, 
wita assets ond errnings as follows; 


Not Assets Net HE2rnings Rate Per Cen 
Be BOOP ROO , FAELS OES $1,500 i Fs 
Be. che vs YOY 2h S20 O00 2,000 10 


Co.wany 6 1 6 orzaniged with $30,000 7 oer cent cumulative »referred 
stock and $40,000 coumon stock. Stockholders in Co.upany A are 
allotted $10,000 of Gale oreferred stock -nd toe reunining $30,000 
is assigned to tne si sockholders of Couworny B. The orosoter, it 
may be assuwicd, will retrain $10,000 of the common stock to »2y tne 
organization expenses and 75 co.sensation for ais services. The 
remaining $30, 000 of comion stock will ve divided as follows: 

Net Earnings Requircients Excess 


For Preferred Exrnings Co.asion 
yt Sip Salt Vile tae $1,500 $ 700 $800 $17,143 
at le dh tet le a 2,000 1,400 S00 12,857 

$30,000 


Under tais .wiethod of distriouting securitics, tne owners of tie 
constituent comsanies will snare in the cornings in case of contin- 
ued operaticn in the «reine oroportions as before toe consolidation 
took :lace, and, vrovided the »rosuoter hac been allotted stock 

only for actutl benefits conferred by sis efforts, in ths same 
amounts. In case of dissolution, on the othor hand, the former 
owners will receive in the distribution of assets in oroportion to 
the value cf t.it tangidle assets contriduted. In cither contingency, 
tne relative econouic vositions of the  Jartics at intecrest will be 
maintzined on a parity. 


A 


wee thurée DSlens’ will appear .ore clearly 
from an examination of ti esults whicn would flow frou tacir adop- 
tion in tae formation of sn actual consolidation. The Unitcd States 
Steel Corporation affordge »n excellent opportunity for sucn a coi 
oarison. 


Thre Poleative merite of t 
ae x 


Tnais corporation, 2 holding co..pany, ws forucd in’ March, 1901; 
oy toe consolidetion of tue following corporations the Oarnsgie 
Co..psny of New Jersey, the Federsl Steel Co onny, the Awerican 
Stecl and Wire Co..»nv,the National Tube Coupany, the National. 
Stévl Coswany, the Anwerican Tin Plate Go.woany, the A.werican Steel 
Hoop Co.icany, and tne Auwsricun Shect Stucl Co..zoany. Liter in the 
Sema year tua Steel Corporation, by an excaenze of stock, acquired 
control of three “ther comorniss: the Ausrican Bridge Co.adan-, 

the Lakc Suncrior Consvlidst ted Iron Mines, and tie Saelov Tube 
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Co.2tnys It *1lso oureasscd sutright a sno.-sixta intcrost in the 
Olivor wining Co.uocny ond the Pittesourg. Stuaaship Cou. ay, snd the 
Bosseacr Stcrushio Oo.w.ny. In addition to the above cowoomies, all 
of wnich became constituent parts of tne United States Steel Cor- 
poration in tne svring of 1901, the steel corporation acquired 
control of the Union Steel Co.woany in 1902, the Clairton Steel 
Company in 1 04, and the Tennessee Coal, Iron and Railroad Comsany 
Bre 

These c.mpenies belonged to two distinct #rouos: (1) those 
oroducing crude and seui-finisned steel for tie trade and tne neavier 
finished steel oroducts, and (3) tose usinz the semi-finisned steel 
for tne nurvose of uanufacturing articles for wore direct consunp- 
tion. In the former group were the Awerican Tin Plate Co.oany, 
the Auwierican Stecl ana Wire Co.w»oany, the Nationnl Tube Co-oeny, the 
Auwerican Steel Hoop Gouwoany, the Awerican Sheet Steel Co.»oany, the 
A.werican Bridge Cs.imeny, and the Srelby Tube Comoany. Tae remaining 
companies, acguired in toe spring of 1901--the Lake Superior Con- 
solidated Iron Mines Co.ioany and the Bessemer Steamshio Cou.ipany-- 
were engaged in mining iron ore and transporting it down the Great 
Lakes to the iron and steel mills of the Pittsburgh and Caicazo 
districts. 


From the finencisl point of view the above-named cowpanies 
represented, before the consolidation, five distinct groups of inter- 
ests, as follows: (1) The Morgan group, including the Federal Steel 
Company, the National Tube Cojwoany, and the Auerican Bridge Goupany; 
(3) the Moore group, including the National Steel Company, the A:seri- 
can Tin Plate Coimany, the Awerican Sheet Steel Company, and the 
American Steel Hoop Company; (3) the Carnegie group, owning the 
Carnegie Co.uipeny and its subsidiary interests, including the Frick 
Coke Comoany, the Bessemer end Lake Erie Railroad, and certsin steam- 
Ship lines and docking facilities on the Great Lakes; (4) the Rocke- 
feller group, owning the Lake Superior Consolidated Iron Mines 
Company, with large holdings of iron mines in the Lake Superior 
district and certain railway and steamship lines built and acquired 
for the ourpose of facilitating the transportation of the crude ore 
to the .arket; (5) the Gates group, controlling the Auerican Steel 
and Wire Company and its affiliated interests. 

Tae consolidation sovement in the iron and steel industry began 
as early as 1889, waen the Illinois Steel Coupany,later a consti- 
tuent oart of the Federal Steel Company, was forsed by the union 
of two companics, the North Chicago Rolling ill Company and the 
Union Steel Company, and soon after acquired the property of a third, 
the Joliet Steel Company. Tuis merger was followed in 1891 oy the 
consolidrtion of the Lackawanna Iron and Coal Comoany and the Scranton 
Stecl Cowioeny into the Lackawanna Iron and Steel Company. At about 
the same time Laughlin and Coxipany, Ltd., and Jones and Laughlin, 
Ltd., united to form the well-known Jones and Laughlin Company. 

In 1892, two important steos in the consolidation ovement were 
effected; first, the organization of the Carnegie Steel Coupany, 
Ltd., a partnershiv bringing into closer and more efficient union 

the Carnegie and Frick properties and the various affiliated companies 
which they had been acquiring during the vrevious decade; second, 

the for.ation of the Consolidated Steel and Wire Company, a union 

of tirec competing couwpanies, which later formed the center of the 
sae aoc Steel and Wire Co.inany when the latter company was promoted 
Fig @ O's 
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During the period fro. 1892 to 1898, tse years of tne oanic . 
and t:ose immediately succeeding it, there was al.iost no cicnze in 
the financiel organization of the various stesl and iron cowoanies. 
In tne vear 1896 an event of the »rofoundest importrnee occurred-- 
the execution of a contract between the Crrnezie Stcei Couipany and 
the Lake Superior Consolidated Iron wines Comp ny, oy “2icu tae latter 
agreed to furnisa at a royalty of 25 cenis ver ton a considersole 
portion of the former's requirements. This vartial union of the 
Carnegie and Rockefeller interests was ever -waere reszardea 2s a. 
formal declaration on the part of the formcr that taey were orepared 
for any comeetition that sight erise. The step just referred to 

was followed by others of tre seme general nature, *nd in tue course 
of the next tyvo years the Carnegie Co.upany secured control oy icase 
of a large reserve iron-ore tonnage. Tae Engincering snd Mining 
Journal, in commenting on the situntion, remarked tint "we nave nad 
pools 2nd co.binetions witnout numoer in the iron aarket in tunis 
country but never before a position like this, in which a Single 
comosny could absolutely dominate the trode and ake any comoinstion 
which cen be formed sinoly the register of its own wisaes." Tne 
Carnezic-—Rockefelier contract was followed in 1598 by tne foraation 
of tee first of tae great consolidations--the Fedorsl Steel Cowpany—- 
a& comocny uniting the Illinois Stccl Coapnany oreviously referred to, 
the Minnesota Iron Couoany, wits large noldings of iron ore and ex- 
tensive transportati n orooerties, tne Lorain Steel Couoany of Ohio, 
the Johnstown Steel Coupsny of Jonnstown, Pa., and tne Zlgin, 

Joliet snd Eastern Railway. During the years 1899 and 1900, the 
Moore brotners, W. H. and J. H., formerly connected wita the Diamond 
Match Company, entered tne field as the »romoters of four cojaoanies 
known as tne Moore group, which couorised the National Steel Com- 
vany, the Auerican Tin Plate Coimany, the American Steel Hoop 
Comoany, and the Auwerican Sheet Steel Co..cany. The first couvany 
manufactured crude steel and heavy steel products; tne other three 
were importont consumers of the sbove oroducts. During tne sme 
period the remaining Morgan companies were organized--the first, 

the Nationel Tube Comoany in June, 1899, the sceond, the A.ierican 
Bridge Comoany in 1900, each being made up of a considera dle num- 
ber of formerly competing companics. As to the two other co.ioanies 
which entered the steel corporation, the Carnegie Comoany, while 

not a consolidation in the ordinary sense, had for many years been 
buying up competitors and integrating «any of the co“oanies rnich 

it found convenient as furnisners of raw saterials, while the 

Shelby Tube Cowuioany was a fsirly complete consolidation of the lead- 
ing wicnufacturers of seanless tubing. It was, however, deozsndent 
upon tne manufacturers of crude steel for tne saterial which formed 
the basis of the drawn tubing. 


Tae formation of tie several steel companies above described 
was, “owever, but a first step in the consolidation of tne steel 
industry. Almost immediately after the fundamental consolidations 
were effected, the natural effects of such a movement began to be 
felt. First, the National Tube Co.pany began tue erection of 
blast furnaces, thus depriving the Carnegie Comoany of one izoortant 
consumer of billets and other heavy raw materials used in the uanu- 
facture of tubing. The Carnegie Co.inany had for sowse tiwe been plan- 
ning extensions, and as a direct result of the action of the 
National Tube Company it was decided to erect a siodern olant at 
Conneaut Harbor, where it was thousnt tue cost of manufacturing 
would be reduced to a minimum. Second, as a result of a lonz-stand- 
ing controversy between the Pennsylvania Railroad and the Carnegie 
Co.0any over rates, the latter had determined to puild a new, low- 
grade, ssort-line railroad frou Pittsourgh to tidewater via the 
Western Maryland Railroad. The plans as vroposed called for the 
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construction of 156 miles of railro7d connecting the Union Railroad 
wita the Western iiarvland at Cu.icerland, taus freeing Pittsburgh 
from the monovoly of the Pennsylvania, and giving the district, as 
Mr. Carnegie said, "co »etition of railroads." Tsird, early in the 
fail of 1899, ur. Charles... Scawab of the Carnezie Com oany sooke 
before a coupany of distinguisned business wien in New York city 

on the advantages of consolidation in the sanufacture and warksting 
of steel. Morgan sat t+ sis right and auwong the .en orecent were 
Harriwan, Carnegie, Phipos ana seventy or eisity otaers, Fourth, 
ur. Morgan, whose tube vlant was tareatened by tre plans or tne 
Carnegie Couoany and wnose interest -n rrilroads was a dowin. nt 
factor in all his plans, began to give tue situstion .iore Ssrious 
attention. “According to both ur. Gates and ir. Schwab, AP. woreen 
discussed .:¢ situation with the foruer and taen, througa the in- 
Strumentality of hir. Gates, sent for mr. Scawad for the purose of 
gOing over tic croject in detail. A .ceting was arranged and the 
watter was discussed at considerable lengita and after a d2?¥ or two 
Mr. Morgan, having been convinced of tue desirability of the oro~ 
ject, requested sr. Schvab to see ir. Carnegie and to obtain a orice 
on the Carnegie vrop_rties. This was cone within a few wecks, the 
orice set being $420,000,000, vayment to bo aade in casa or five 

per cent bonds. Mr. Morgan then consulted ir. Gazy. After a full 
discussion of the olan, a conference was arranged with the orincipal 
directors in the Federal Stc.l Company, including Réeasa, Rogers, ills, 
Porter and Field. Here again the desirability and practicavility 

of the proposed consolidation was careful.y considered and after 
such consideration, despite the opposition of iir. Porter and others, 
the oroject was affiriicd and ir. Morgen coisented to act as the 
manager of en underwriting syndicate to furnish the financial back- 
ing that was required. As a result the United States Steel Corpora— 
tion was forwed under the New Jersey law on tne 25th of February, 
1901, and on the 25th of the same month the uorgan Syndicate was 
formally organized by a grouo of financicrs, including wr. .iorgan, 
the leading sen connected with the several steel counanies which it 
was planned to unite, and several others. Tae plan under wnica the 
Steel industry was consolidated was prepared within a cow leratively 
few Gays and on warch 1, 1901, was subuwitted to the directors of 

the United States Steel Corporation at taeir second weeting and 
duly approved. 


Tne plan orovided for the increase of the capital stock of the 
Steel corporation frou $3000, the amount originally authorized, to 
an aggregate issue of $424,998,500 of oreferred stock, tre 
Same asount of comuion stock, and $304 ,000,000 of five per cent 
bonds of such form, tenor and security as J. P. Morgan and Co.w»any 
Suould deteruine. The entire anount of cavitalizaticn drovided, 
included the bonds, was to be transferred to the syndicate in 
exchange for the entire bond issue cf the Carnegie Coapany, all the 
shares of the capital siock of the eight cou>vanies included in the 
consolidation, the statutory fees and taxes connected with tae 
issuance of the new sedurities, and $25,000,000 in cash. The 


syndicate was allowed until May 30, 1901, to complete the a change 


and the entire agreement was contingent upon the ability of the 
Syndicate to deliver at least fifty-one oer cent of tne comson and 
oreferred stock of each of the comoanies, If tne syndicate should 
fail to deliver all of the capital scock of cach of the co.wranies 
and all of the bonds of the Carnegie Couwpeany, tre following 2llow- 
ancés were to bes u.iade: 
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Auwount of stock to be 
Name of Couoanv and Class of Stock deducted in sar value 


Preferred Stock] Couinon Stock 


Carnegie Coioany, common stock. ... .| $150,00 %150.00 
Federal Steel Co.nany; 
Preferred stock p AM ea 6! ee 110,00 


Comtion stock Pere 4.00 BF 0 
Anerican Steel and Wire Co.wwoany of New 
Jersey: 

Preferred Stock sk an a ee 2 ee. 

Common stock Pog eee ae eee 103.50 
National Tube Comoany: 

Preferred stock ee ae ir ee ae eT ne” 135.00 

Common stock “ erin ie Bae 8.80 125.00 
Awerican Tin Plate Comoany: 

Preferred stock Set Wiel ae ae ay, a ae SRS 1235.00 

Common stock 20 .00 135,00 
Awerican Steel Hoop Co.ioany; 

Preferred stock Meee aT ee ie aoe ay at a 100.00 

Co.unon stock < ‘ aa ye Ure 100 .00 


American Sheet Steel Coupanv: 
Preferred stock Wien wade a le RS 100.00 
Common stock SPER Lahn Gare am prOue te 100.00 


In accordance with the terias of the underwriting agreeaent, 
J. P. Morgan and Comoany, as syndicate sanagers, issued on March 2, 
1901, a circular letter addressed to the stockholders of the eight 
companies, stating the conditions under wiich the underwriting was 
to be carried out, calling attention to the exoected advantcges of 
the consolidetion and offering to exchange stock in the United 
States Steel Corporatio: for stock in the several cosipanies at the 
rate of exchange nauied in the underwrinting agreement. Tne circular 
letter appeared as an advertise..ent in the daily oress as well as 
in the financial journals and on Marca 31, 1901, public announce- 
ment was made by the syndicate sianagers tnat a very large oropor- 
tion of all the stocks had been exchanged and that tne orojected 
consolidation was consummated. 


Even while the excnange of stock between the United States 
Steel Corporation and the eight companies was being effected, it 
was proposed by those connected with the active manageuent to 
extend the scope of the consolidation by acquiring control of six 
other companies. Tais vroposition was presented to the board of 
directors on March 30, 1901l,duly approved, and tneir action was 
confarmed by the stockholders of the original $3000 United States 
Steel Corporation on April 1. Immediately thereafter a second 
underwriting agreemént was entered into between tiorgan and Co.ioony 
and the United States Steel Corporation by wnichn it was agreed to 
increase the capital stock of the corporation and to excaange the 
new sheres for the capital siock of the following cojupanies on the 
terms named in the table at the top of vage @7.,cl0. 


Tue sccond cart of the consolidation in accordance wit2 the above 
plan, with the exceotion of the Colorado Fuel and Iron Company, 
was effected without apparent difficulty during the month of Avril, 
1901, the cavitsl stock naving been furt:er increased £6.52; 2003 000, - 
000, one-half preferred and one-half common, for the pnuroose of 
making tne exchange of stock on the terns proposed in the agreement, 
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ror Eacn Saare Par Value 
in U.S. Steel Securities 


Comoanies 
Preferred i Com.sion Stock 


Awerican Bridge Cou ony: 
ret erred pry Fe, Soot 110 


Comaon “0 A oe a et a | 105 
Shelbv Stcel Tube Co..oany: ‘ 

Prevemteds @ «wl oe we " | OTeo rete) 
Lake Suosrior Ponsolidated Tron. sines 
Cowon yt 

Geena > Pets ale ge ge Bae hs 135 VoD 


One-sixthn interest in Oliver In 

Mining Cowoany and tne Pittsburgn Steel 

Cowsioeny ON ee 93,500 suares 
$8,500,000 in cash 


92,500 ssares 


The resuits of the olan, after 711 of tue exchanges azd deen ade, 
are shown in table at the end of tis rending. 


ap 

Neither at the tice tast tae United States Steel Consolidation 
was formed or at »ny ti.e since then, so f-r as the writer has 
been able to discover, has “n expl-nation been nade of the principle 
or orineiples: unon woica the exchange of securities was o:sed. In 
the case of tne four ioore cowpsnies an exceodtion $0 tae -oove state- 
ment ought to be inde, for waile no clue is given to tae distribu- 
tion of securitics 7s between the Hoore Gow .anies and cll the 
others, it is sta.ed in the officicl announcaucnt teat tre azere~ 
gate rmcount of stock to be offered to the four comp7nics wos cis-— 
tributed 2.10ong them in the »ercentnges given in the sublic circular, 
in adcordance with arrangeucnts nde with the yrincio2zl stockholders. 

It is evident, however, even witnout a careful analysis, tuat 
neither tue Moore mothod nor tne scientific alan described in the 
preceding sections ws followed. If the Latter olan h-d secon 
adopted, not only would tae various intcrests weica peeks cowoined 
into one single administrative dusiness unit nave boen olacea 
upon a parity in the new co.unany, but in addition ae capitelization 
Of. thé tnited States Steel Corporntion would nave been mucn less 
watered tnon was the case. 


It will be remendered that the scientific olan is based upon 
two \r-ncivles: first, oreferred stock to be issucd cquxl to the 
value of tne tangidle assets; and second, common stock of =n equal 
or larger asount but distributed among tne several onrties bo tae 
consolidation in proportion to the surplus carnings after the jsre- 
ferred dividends “ave been vrovided for. dons coucnt ly in the formu- 
lation of 2 scientific vlan, two scries of facts are necessoryv 
(1) the aet vangible assets of ths several cooanies, »rove ae 
valued, and (2) the net profits of each for a period of tis suffic- 
iently long to be frirly hh Cock Be of actual carning newer 
It is cvident that the oromotor av Une Tine tre stcel consolida- 
tion v-s in process of forantion, were ln possession of tas requisite 
dat2, although the records do not siow to what extent vac Irinted 
reports of the eevernl co.uionnics were sunjected to exsminction dy 
the oxpert staff of aporrisers and accountants coniectod rith the 
Morgen officc. In oresenting the plan of consolidation to tho 
directors of the United States Steel Corporation, iir. Stcclco stated 
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in behelf of the lLorgan Syndicate taat "tae orincioal officers of 
the Carnegie Co.inany aave satisfied us toat tae net earnings of 
the sronerties wiich are now included in was rin er Couo2ny for 
the year 1900 are upwards of $40,000,000," and trat tae earnings 
of the Aserican Sheet Steel Couoany for ten .- me TS ending Januarv 31, 
1901, were "$850,000 after waking a suostantial allowance for de- 
preciation end invesiments in iaprovewents." In addition nae sub- 
»itted for the inforuavion of tae directors tne orinted reports of 
ell tne comoanies except tne Carnegie Coucany. As a result of 
the investigations of tae Bureau of Corporations there is, oowever, 
fairly reliable inforaation as to .tae resocitive assets of tne 
several co.ipanies at tne time of tne consolidation and some date, 
thouza far fro# satisfactory, as to their respective earnings. 
The available eR EP .on as to the assets at the date of consolida- 
tion #nd the earnings of the several companies for periods specified 
in the footnotes is given in tae following table: 


Assets and Earnings of the Consolidated Coupanies 
Estimated 


Value of Market Stated or 
Company Tangible Value of Estimated 
Assets Assets Net Harnings 
Carnegie Company ..... $197,563 $337,422 $40 ,000 
Federal Steel Coupany .. . 81,147 63,940 LL 7.62 
National Tube Couoany .. . 37,4685 Diy nee 13.9878 
National Steel Co.many. .. 33,909 Ke Ac SB A 8,750 
Auerican Tin Plate Co.ipany. 24,503 29,9370 5, 850 
Anerican Sheet Steel Company. 17,7065 30; 895 1,680 
Anerican Steel Hoop Coipany . 15,661 LG, Bee 4 4,026 
Avierican Steel & Wire Co.uvany. 5S aL On 59, 884 12,352 
‘American Bridge Coimpany. .. 35,404 43,773 6,201 
Lake Superior Consolidated Iron 
Mines Cowoasy . ‘ 31,495 22,080 6,688 
Shelby Steel Tube Comsany ag Ve og go B20 


Oliver Iron Mining Comodany and 
Pittsourgh Steel Comoany, one- 


ee yg Sg eae 9 .g00 9 yao B04 
Bankers! Investient. : ... 20 ,003 20,003 4,986 


595,079 $712,193 $116,578 


The method of obtaining tne estiuwated value of tne tangiodle 
assets of the several compenies is explained at length in the re- 
port of tne Commissioner of Corporations on tne Steel Industry. As 
a rule, the valuation olaced upon the tangiole assets avoears to 
be fairly liberal. In wost cases, much dependence was olaced upon 
tne valuations determined upon in connection with tne vrimary con- 
solidations which occurred during tne years immediately ovreceding 
1901. Additions were made for casn contributions to the working 
Capital and deductions were allowed wherever it a2znveared frou an 
examination of the accounts or tangivdle assets tnat there nad oesen 
an over-valuation. The markot valuation was comouted oy tnking 
the average ssarket orice of the several securities ss found 
by the cosmissioner of corporations and subbiplying bv the totr 
a.aount of outstanding securitics, of.cacn class separately, and 
combininz the results for cach company as a unit. Some of the 
sccuritics were: distinctly of tne stock-exccsangsé variety and taese 
were undoubtedly siven a somewhat artificial valuation. The 
securitius of others, as for examole the Carnesie Co.ipany and the 
Lake Sudcerior Consolidated Iron Mines Compeny, were closcly held 
and the ierket quotations worg orobabdly “iore conservative and perhaps 
less rovnreecnvativoeo. Aegean whol: powrovor. tne warkot valuation 
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is orobably wore neariv rovrcscntative wan toc estimated valuc 
Placed upon tho tensiole assets. 


In obtaining the a.»roximate net earnings of the several com- 
panies, various ssurces of infor.avion have beerused and in general 
the source in each case is indicated in tne fostnotes to the tandle. 
It should oe stated at the outset that the inforuwation ux0n tils 
subject is extreuely u.eagre and always unsetvisfactory, if aot un- 
reliable. In some cases tne earnings for 1899 were adopted, in 
others 1900, and in still others a coubdinetion of ocarts of tne two 
years. Where no information was obtcinable, tne companies have 
been arboitrerily assigned an earning power ecunl ts taat waicn was 
shorn in tne ten years imuediately followings tae consolidation. 
Since the earnings as well as tue value of tae tangiole assets are 
used in distrioutiug the securities in a consolidation formed upon 
equitable »rinciples, it is evident that tee results of sucn a2o0plica- 
tion will be unsatisfactory in oroportion as the stated earnings 
foil to conform to actual conditions. Tae results obtained by 
their use are, in other words, vitiated oy tue probable errors in 
tae hypothesis, and are tuerefore sudmitted as indicative of cer= 
tain tendencies in promotions and illustrative of a proper olan of 
consolidation, rather than as statements of facts. 


With the above explenations in mind rnd subject to tne lisita- 
tions imoosed by the uns-tisfactory data, it aay orove illuminating 
to apply first the olen proposed in the preceding »ages, second, 
that adooted by the Moore Brothers in their scveral voromaotions and 
known generally as the lioore method, to the facts in hand. 


Under the conditions as above stated, nad tne scientific uethod 
been followed, tae stock in tne United States Steel Corporation 
would have becn issued in the guantities and to tne severd oarties 
in interest a in the table imuediately following: 


Scientific Method : 
(Three ciohers (000) omitted excopt in last column. ) 
Preferred Earn- Dividends Surplus Common 
Co.upany Stock ings (7%) on for Stock 
Preferred Comsaon 


Carnegic Coupany 40,000 $14,829 $25,171 1765425800 
Federol Steel Company Gig 847°.d11, 732 5,680 6,042 42348950 
National Tube Cou.ioany 67,4385° 415,878 4,724 9,1 4 64161250 
National Steel $3,209 8,750 2,374 8,376 446889980 
Tin Plate 24,503 5, 850 3 715 4,135 28982600 
Sheet Steel 17,406 1,680 1,239 44} 3091910 
Steel Hoop LS yool 4,026 1,096 2,950 20536650 
Steel and Wire 53 162/710 ,562 oy tak 8,641 980555580 
American Bridge Coupany 35,404 6,201 8,478. 3,723 26094850 
Lake Superior 31,495 6 ,668 2,205 4,463 $31,81580 
Shelov Steel Tube 2 ya 2O2 aa a7 189250 
Oliver & Pittsburgh, one-sixth 9,250 264 647 deficit 
Bankers 28,003 4,896 1,760 3,146 2205Q810 
Promoters (12.54636 per cent) 0 0 ©) O 74660790 
$595,079 $43,653 $595 ,079,000 
$116,518 $74,249 


It is of course questionadle whether tne »romoter, either from 
the economic or equitable point of view, is entitled to so large a 
share of the common stock as here awarded, namely, twelve por cent, 
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more exactly 12.,54635  .er cent. Taat GOuestion, “oweéver, igs one be- 
tween the »romoter and tne sromoted interests and coes fot necessarily 
affect the relative suares nllotted to the several co.i.1nies involved. 
In this case tae twelve per cent rele was followed oecause tne sro-. 
moters thus receive 2poroximately tie same proportion as saey were 
awarded in the sorgan olan. If tairty per cent nad been allotted 

to the »romoter, as was tae custom at tauat time, he would nave re- 
ceived e178, 524, 000 of the comsion stock instead of tae amount assign- 
ed, end tue difference, so.uewnaat over 100 , 000,000, would .ave deen 
subtracted frowa the otner interests i. tue same sroporticas as that 
already allotted. It should furtoer be noted taat five ver cent 

first collateral trust gold conds way be substitued for seven oer cent 
preferred stock either oartially or as a general plan without disturb- 
ing tie established scneme or the method of distriouting tac common 
stock. 


Tie Moore plan of distributing securities in forming 3 consolida- 
tion was used in the vromotion of the Awerican Tin P:ate Co.many. 
Since for its soplication in tas present case tne uarket value only 
of tae assets of tne several comoanies is required, tae results may 
Glaia to be fxirly accurate... Here tas >%ro.ioter is allotted 35.71 
per cent of tne comnon stock, that being tae relative amount taat 
he received in tne case of the oromotion of the Auerican Tin Flate 
Company. Tris would amount to $395,663,000 sar value in common stock 
out of 2 totel of $1,107,858,000. Taig amount at $32.17 oer share 
would have yielded the sum of $127,231,950 in cash provided the 
promoter uad sold out at the time, on orevailing sarket conditions. 
The 2len worked out in detail is given in the table at tae top of 


aa 


page 3.6. 


It is evident taat tne adovtion of a oarticular slan cetermines 
the relative share tnat each of tne several companies is 7llotted 
in tne new consolidation. Before an accurate comparison can be 
made, .owever, it is necessaryio find a common unit of value for 


The Moore etnod 


rer Per 

Name Preferred Cent Couion Cent 
Garnegie Oompany;. Fs. yo.. 9. ¢- $387,422 46. $327,422 39.55 
Federal Steel PO Naga toad lek ale Ok 63,940 Oy 63,940 Vag 
National Tube De 5 en BAe 57,268 8. 57,168 Ses 
Heuteneeeeenty «6 ha Oe. o7, 90k Bus Diy doe 3.42 
Tin Plate (ol Sk a Sh Sea 25,370 5.6 25,370 2.28 
Sheet Steel pk Se Se ewanes 20,895 Aad 20,395 1.88 
Steel Hocp Se ae ae 16,928 Oe4 18,928 iwoe 
BECO Ll Were a) 4 kw. ds nae 59 , 884 8.4 59,884 5.40 
Meee LUR Beira go Ok kg we 43,773 S. 423,773 3.286 
Lake Superior Pee a gg ig 22,060 Disk 22,060 Lie SO 
Shelby Steel Tube P vee cf aie pik ae So ,ors 232 
Oliver and Pittsburgh, one- sixth 9,250 Lae 9,250 .83 
Bankers ul peta wth gt gs iy 25, 003 9. 25,003 222d 
Promoter a) Yt a “3 ae 395,553 xia 8 


$712, 195 100. $1,107,658 100. 


the several companies and by means of thie unit recuce the securities 
to a comion denominator enc tren compare the results to) Of 
courses Cults ixpossiole to nye this wita scientific precision, out 

bv the use of certain information that is available it is >racticable 
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to reacn en approxisation of some value for our purposes. It was 
the evident intention of taose resconsible for oreparing tne olan 
actually adopted to sake the conditions of issue and tne relative 
quantities of securities provided for of such. an amount tiet the 
bonds and preferred stocks would each be worth var while tae common 
stocks were to be worth one-half of par. 


As a matter of fact this assuaption nas been fairly well sustained 
by the market, althougn at ties both the oreferred and common nave 
been fer below the value set upon them by the oromoters. Applying 
this orinciple to the securities as distributed oy tne Morgan plan, 
that is, rating the bonds end oreferred stock at nar and tie common 
at one-half of oar, the results are as indicated in the first table 
on .. this page. 


Adjusted Distribution-Morgan Method 
Face Value One-Half Total Value Per 


Naine Preferred Par Value Awarded Cent 
& Bonds of Commuon 

Carnegie Coupany. 4 . P 4 41.87 
Pee TOC). ek wt te 60,446 64,985 65,432 Tate 
National Tube... fie wt Oem 25,000 738,520 7.05 
Peewee Bueei.-. 1k ke Poe lS 33, 750 20,000 Wo. COU 5.03 
EE Pe ge ee ES 28,506 a, OOO 45,006 4.30 
Sheet Steel .. te AU ila ke a A 3 9, 12,250 36,750 3.44 
Steel Hoop Bae We ee eee iat Sig ee OOD) 9,500 25,500 2420 
Pome wie he ee 47,000 25,625 12,6285 6.80 
Peeceoen Bridge , .°) ek Ss. $4,511 16,249 50, 760 4.75 
DeeeeTAOT 6 gic ck. Gb ge “Oo, (Bo 19,862 59,5935 54a8 
Pueeoe Shecl Tbe wig ew va, NEP Wg, 1,019 2,394 ~o7 
Oliver & Pittsburgh, one-sixth. 9,250 4,625 13,875 1.29 
menkers & Promoters... .. ., 65,000 58,500 37 500 Dele 


POURS se ee ke oe B14, 358 $253,255 $1,088,613 100. 


This plan thus places 2 total value of $1,008,813,000 uvon tae con- 
soliéted company, and this fact must be borne in mind in a90lving 
tae general vorinciple involved to tne otner cases. In the “oore 
method, the total par value of the preferred stock was fixed at 
$712,193,000, The comuonktock would then represent a value of $356,- 
418,000 or $32 plus, per share. The details of tais olan are »oresent- 
ed in thre , Po beeen? OL * the next page. 
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Adjusted Distribution--Moore Method 
ett a Ra aes 1 Re ower 


Face of 53.1718i Per Total Value Per 
Name Preferred Cent Common Awarded Cent 


Bie Se RM Oe 
Carnegie Comoany 


$507,420 105,337.50 $432, 


Feder-i Steel 63,340 20,570.66 84,510.66 7,81 
National Tube 57.168 18,391.98 70.9004 80017207 
Nationsl Steel O74 851 11,203.09 590,134.09 4.69 
Tin Plate 2043570 3,161.99 oa, OD1LWAD:. S25 
Sheet Steel 80,895 6,722.52 Ad, OLY aL! 2256 

teel Hoop 16,928 5,446.04 3,374.04 32.09 
Steel and Wire 59 788d Go. 200577 TIOe Lege? - 7941 
American Bridge 423,773 13,760.85 56, 563ep. «54 29 
Lake Superior 23,060 (eit yee wl 20, 157i 22. 923 74 
Sheloy Steel Tube Be571 1,148.86 4,719.86 44 
Oliver & Pittsburgh, one-sixth 9,250 2,975.89 16,2352 60+ 1), 34 
Bankers 25,003 8,043.92 33,045.92 3.09 
Promoter —— 


127,891.95 127,291.95 11.91 


Total $712,193 $356,418. $1,063,513. 100. 


In the scientific plan sroposed in a previous section of this 
article tae value of tne tangible assets liwits the face value of 
the preferred stock to $595,079,000, ana consequently the common 
Stock would be worth almost elgaty dollars ver snare, the cozsbined 
value of te total issue of preferred and common stocks being the 
Same in esch case. The following table snows the distribution of 
values under the .wethod described: 


Adjusted Dietribution--Scientitic Method 


Face of 73.57489 oer Total Value Per 


Company Preferred cent coraion Awarded Cent 
Carnegie Company ef oa $140,391 $337,954 aes 
Federal Steel $1,147 03,699 114,846 104675 
National Tube 67,485 B1,G56 118,541 11.08 
National Steel 33,909 Bo_ 208 69,471 6.50 
Tin Plate 24,503 25,063 47,5638 4,45 
Sheet Steel Pig fue 2,460 20,166 1.89 
Steel Hoop 15,661 16,342 33,003 2.09 
Steel and Wire SS 5i52 48,196 102,558 9.49 
American Bridge 55,404 20,765 SG. 169 5 026 
Lake Suverior 41,495 24,892 56,307 5.28 
Sneloy Steel Tube 5791 Lot 2,942 at 
Oliver & Pittsburgh, one- 
sixth. 3,400 — w. 250 287 
Bankers 25,003 17,546 423,549 3.97 
Pronoter -~ 09,411 99,411 5,55 
$595,079 § 473,534 #1,068,613 100. 


In the aoove tables the values aave been RiVGn.in <totalas.. pt 
may now oe worth wnile to reduce the individual assets sand earnings 
to percentages of the totel assets and Carnings and cow .are these 
percentages with the relative share of securities obtained by each 
of the comeanies in the actual allotment of securities as well as in 
the hypothetical distributions above presented, The relative snares 
in percentages are as follows: 
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Snare Contributed & Share Allotted 


Percenutaze Contri- Percentage Al- 
Comoany buted b’ lotted oxch 

Tangible et pe jioore |Scien- 

Assets V2lvues| ings] Morea tierce 
Carnegic Cowoany 33.20 45.10 40.49 31.63 
Federal Steol 13.64 9.10 10.75 
National Tube 11.34 8.10 ‘ el Akela? 
Nationel Steel Oa fu 5.40 6.50 
Tin Plate 4.12 3.70 4.45 
Sheet Steel ae97 edu 1.89 
Steel Hoos 2.68 eu oerd 
Steel and Wire ae eae 8.50 9.49 
American Bridge Beuo =e Ae 5.26 
Lake Suocrior sige | ads Deon 
Sheloy Steel Tube 47 00 28 
Oliver & Pittsburg,one-sixth 1.56 1.30 awe 
Bankers 4.20 3.60 4.20 9.12 a.097 
Promoters OO PL iath) seo 


It is thus cvident that under the Morgan plan the securities 
were distributed to the various interests, neither on the basis of 
assets, nor of earnings nor on a combination of the two factors. 
Theres is indeed a aarked Blsill:rity botween the warket value of each 
cowmoany ond the assumed v2lur of the securities as above presented. 
The scientific plan on the other hend would nave distrivouted the 
securities much sore nearly in proportion to the respective earning 
power of the twelve couwvoanies. 


IV. 


Any investigation of the methods actually employed by the oromoters 
and cankers in effecting the consolidati ns of the period beginning 
in 1698 and ending abruptly in 1901 ought, it must be aduitted, to ' 
embrace a study of all of the wore important ones and, in addition, 
all of the various types. Such an investigetion is at the oresent 
time obviously impossible, because of the fact that the details of 
these consolidations have thus far been kept secret. Indeed, 
without the efficient work of the Bureau of Corporations in its 
study of the steel industry, such a study as that oresented in this 
article could not have bee@mmade. 


In the case of the other great consolidations, the requisite 
inforsation, even after an extensive government investigation, is 
as yet concealed in the records of the corgporation involved, or 
toose of the orosmoters and bankers, or such information has been 
destroyed. 


Since consolidation is likely to continue as 3 oromninent feature 
of our complex economic organization, it is of the utmost import- 
ance taat tne principles involved as well as the wethods employed 
Suouid be thoroughly understood by the owners of securities in the 
coustitucnt corporations. In this study attention aas been called 
to both orinciples and aétnods, and it has been shown even with the 
Jcager and unsatisf-ctory information aveilable taat almost no at— 
tempt has been wade in the vast to establish and apply principles 
that conform to generally accepted standards of either economics or 
ethnics, Rather the "bargain wethod" has been in almost universal use. 
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Under such circumstances, the stronzer interesvs are aole to wake 
tae better bargzin and the weaker interests have the choice of tak- 
ing what they can get int the exchange of securities or staying out 
at their »eril. Quite generally weaker interests have accepted thé 
terms offered rather than remain independent and subject treuselves 
to the dangers involved in sucn a course. 


So long as the state and national governments pursue their 
present volicy of discouraging or abvsolutely orohibiting consolida- 
tions, such conditi ns .iiust of necessity continue. When onee free- 
dom of consolidation, within vrescribed liwits, shall be recognized 
to be one of the conditions necessary for the wmaintenance of fair 
cometition, tne zowernmént may well expend in souwie otner way a 
part of the energy it is now using in prohibiting entirel7 certain 
classes of consolidations and in punishing consolidations it nas 
permitted to be formed in the past. It is to be hoped it will take 
such action as way be found necessary to ensure tat the several 
parties entering into a legitisate consolidation are allotted in the 
‘distribution of securities the equivalent of the share waich tney 
have severally contributed to its corporation assets and earning 
power. 

Maurice H. Robinson. 


is “ah Bet Of 6h s ona donstern 
SE east So odfoiaroed Sv at ateet 
-. ‘a> goiyate to set¢iuese te’ 
Thea beiqeqos “evga ataet 

a. ce Saunier eatin se 

* 


2 re 
=3 «. 
eee 


ri és | a VOR ae one: sity ai 
ath eee ead gatas ted | lotudcea to ghisatuooal 
oes aii tieo -fiensoan ' ih. @ 
‘beats Bane 68 ‘hinea ned eke ‘Soditonete ‘middiw’, molt 
ae te socsnetaian odd {6% yusseseed anoltt fhnoo 
_  & Tew Tonto goes wt bdsqxe lew Yoh dadinatsvos 
Eistigo \letkdne yiltidivong ak Bries wor ak sk aaye 
ced 7h eaottabiLoarnds - ‘enidetnued ‘nF bag’ "ane ftabt. | : a 
Ost Iifw df Begod od of ef “tt. Sgeq edt mt bSwtot od 
"SSS yee eat Secs oxy vee ‘of Visesbben Havet-ed yan ae 
Gd? of Sette hia eve ic ease yitdadog: eiskittgel 6 o ita betes 
| ede: SOlcw otece sit--Eo tos levine ‘oat elt ice rea to nm 
BAiG Les Ackss etsane HOF Er60'r0s mt ‘ot betudk ring: baie 


-  “wigee el ory % Ye Soiree. 


~dlo- 


Company 


re 


Carnegie Company; 
Bonds 
Stock (all common) 
Federal Steel Comvany: 


Preferred stock 
Common stock 
Natpnal Tube Company: 
Preferred stock 
Common stock 
dul, Steel & Wire Sompany 
Preferred stock 
Common stock 
National Steel Co npany 
Priferred Stock 
Common stock 
American Tin Plate Co. 
Preferred stock 
Common stock 
American Steel Hoop Co. 
Preferred Stock 
Common stock 
American Sheet Steel Co. 
Preferred stock 
Common stock 
American Bridge Co. 
Preferred stock 
Common stock 


Lake Superior Consolidated 


Iron Mines Co. 
Common stock 


Oliver Iron Mining & Pitts- 
burg S.S.Co., one-sixth in- 


terest 

Shelby Steel Tube Co. 
Preferred stock 
Sommon,..srtoek 


$159,450,000 ... 


Securities United States 
and Cash 


Ac quired sued for each 


100 old stock 


eer 


Common 


160,000,000 ... 
53,260,200$110.00 .... 
46,483,700  4.00$107.50 


39,997,400 125.00 
39,937,400 8.80 125.00 


eseeoe 


39,998,5CO 117.50 
49,901.900 ... 


e@eee 


102.50 


125.60 


26,992,200 125.00 
31,969,800 ... 

18,325,000 125.00 .,.. 
27,995,000 20.00 125.00 


» 


13,997,500 100.00 


oeee 


18,995,000 ... 100.00 
24. 897 700 100.00) visu 
24,498,800 ... 100. 00 


37 34h sb00 9.10. 00... v2 
$0,946 400 0. 105.0 


29, 413,905135.00 135.00 


423700 .< 


£276) 500 37.50 “Aadac 
R-AIR vAOAN~ a ace Low BES AB 


Amount United States Steel Securities 


Steel Stock is- 


Bonds 


$1.59-450- 000.0 ewemeiews 
144,000,,000$96 ,277,120 $90,279,040 


eeseoeee7 e068 58 536 220 


eeesteoeeoeeseee 


1,859, 348 


49,996,750 
3,514,491 


46 ,998 ,237 


33,740 , 250 


22,906 ,250 
5,599,000 


13,997,500 


eeereeeaeoe es @ 


24,497,700 


34, 482,800 


eoe@ev eo oeeeeeoe 32,493,720 


39,708,771 


9,250 ,000 


1,791,038 


e@ }\ as «a 8 


Issued in Exchange 


@-¢ @-h es oe 8 6 0 


49 969,978 


@eeseseeeeaee8 


49,921,750 


@seeoeev eevee e0 8 


51,149, 448 


coves e2eeee@ 


39,962,250 


Se cee es 6. 6 @ 


34,993,750 


eeeoeveoeve eevee 


18,995,000 


@eesoveeeee 2 6 


24,493 ,800 


oeeenretneertete @ 


39,708,771 


9,250,000 


eoeereereevwvmese @ 


2.004.550 


oeoseoeov eee ee 6 & 


$492,006 ,160 


e@eeaeoaoeeevee 8 @ 


110,415,546 


103,432,991 


@eeeseevenee oee et & 


98,147,685 


73,702,500 


63,499 ,000 


eoereereees ered 


32,992,500 


e@ereererp eevee ee 2 @ 


48 ,996 ,500 


ceoee eevee eeereee ee 


66,976,520 
79,417,542 


18 ,500 ,000 


osnereoeeew ee eee 


2 795 5aRAQ 


“yegeney 


“gurion a4 


a 


_-beeqentag asec 


a 


Poxde 


Gravette 


peel: gemonant 
ee 


as 382" 208 


€2° act* aco 
38 "288 "260 


T00*00 


eee 
30“6o 
is2*0a 


36°31? oo : 


30°88 “Oe 


¥e drrneq 


eB oar 
Seca. er se 


To2“e0 
€i$00 5 70°00 aide 


” 
Si aay tat 
TOS a € 
2 © ww 3 
S28 
PaaS 
a onat of owe 
ise" Oo 
eae 
7 a? © 
Sai ot ae 
yo: Oo ey 
wa sD 
te 8 
a a 7 
eS « ry 
Seas 
oF =" 


BIR Wes a id 


iy I ie Rh 


“Wee eas ees 


ae se i * 
o ea ehh abe 6 8 a6 c4bSEDA SS 35°460"880. 
Cee ee ea eee a cae es” 


Seer eweeeceee 


oe es" 380 


TAS eee ee ee 


a a ee a ee? 
eres Pe eS 


ee aera es 


ete eee tee ee se? ai? 


" ee ee 


Bete AA, | eee ee ee eee bi as pa * p00. 


a # ioneue See 72? bai? 200 


a > 
- D, -= ® 


nhss tes 4 « 2 233 *o00 
wee bb eke as se ‘aoe "S50 


os Ce ee rt PE Te, A se 


radiata ia: tee Ton yen 


a. ik ee ae ae eB 


treet eee eee 9! Ag Feng 


a oe ee ee ae - pie oe *® 


‘ 
Ce ee ee ee 's@e ave ese ea 


- - 


ee ere #2*50n° $34 


Seeeee cones 4 aT ¢ Tol 
a ee es @' 339° arf 
a viet ee ote — a - 
. oe a F é , 
sage a a = -, 7-823. sf 
re a ee eee ae 


i ke 
Baa FSC 


Tes" o00*oco#s9 


> 8T 2a" goo Onn 2h 2S ow we 


ere seers "53° 359 "gHo 


Se" a33" 42 


paaTtieo , -yoo*emetges 


$30? si3*80. 


eee BeBe we eee 


Sense ew rs ee 2 & 


ees e trea eee 


roe 


2° 4aa"o 


see nese we 


ssid rteaeaienngs 


ene * i ete < 


~ et are 


ev eORe setters e@ 


opT*t¢a° ee oe ie 


: tees cue 


- rateae, 


Yt Reet gee aay: 


. 


Se@eesteweae ee ee oe 


#0."p2a BAS, JYro*are 298. | 
Seton es #2 # ee > 


$708 "009"726. 


28 O58 Ae 8 Se ee Se EE BE 0 So we BE 


ie eee ee, >. tay ORR ge 


a are 
LE OSS 
i ORIOR 


—-318- 


Securities United States Amount United States Steel 


and cash Steel Stock Is- Securities Issued in kxchange 
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INFLUENCE OF THE TRUST IN THE DEVELOPMENT OF 
UNDERTAKING GENIUS. 
By Sidney Sherwood, American Economic Association, Third Series, 
Vol. I, -No..1, pp. 165-176 


In a previous article I attempted to show how organization on a 
larger scale and of a more complex character was becoming more and 
more the necessary condition of successful enterprise. The effec- 
tive anticipation of wants in a more remote future, which is a char- 
acteristic of present day civilization, calls for such an arrange- 
ment of the productive forces that the process of production shall 
go steadily forward turning out each year the desired stream of 
Specific goods. But this future demand, while more clearly foreseen 
than formerly, is yet subject to change and hence the producer's 
plans must have a considerable amount of elasticity. A large premi- 
um is thus placed upon foresight in the anticipation of demand and 
in preparation to meet that demand. 


Again, the area of demand and supply has been widely extended. 
The market has grown world-wide. This is due in part to cheap and 
rapid transportation, in part to better knowledge by different 
nations of each other, in part to the extension of foreigh trade, 
in part to that modern tendency to empire~building which has brought 
wider areas under a community of law and administration. Thes¢ 
facts have placed a high premium on broad and deep intelligence in 
the entrepreneur. He must know the larger market--what its demands 
are and what are its sources of supply. He must possess also the 
ability to take broad views of the plans necessary to bring together 
this demand and supply. He must be a constructive statesman in in- 
dustry, capable of forming large and far-reaching policies. 


In the third place, the further development of the "division of 
labor" has increased greatly the technical difficulty of undertaking. 
The undertaker must be a great engineer in economic matters, under~ 
standing how to utilize to the best advantage the highly developed 
skill of the laborer, the complex adjustment of the machinery and 
how to combine the two. 


‘Finally, the vast accumulation of modern capital, with the 
necessity of using large capital in these productive processes, make 
it essential for the modern entrepreneur to be a great financier. 

He must know how to get the requisite capital under his control upon 
advantageous terms, how to manage it economically and successfully, 
how to meet the payments of interest, how to avoid carrying unnec— 
essary capital, how to preserve the confidence of the investor. 


Successful industry thus requires as never before genius in 
organization. Right organization is the factor in production which 
is of overshadowing importance. Labor and capital alike have come 
into a relation of actual dependence on undertaking ability. Mill's 
famous dictum that "industry is limited by capital" has relatively 
lost its significance and should be replaced by another, “industry 
is limited by the organising ability of the undertaker." 


In spite of the higher standard of living to-day, there is prac- 
tically no limit to the creation of capital. The limit to industry 
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involved in scarcity of labor is likewise relatively remote because 
modern machinery and modern specialization have rendered labor many- 
fold more efficient. It is in the scarcity of competent industrial 
leadership that is to be found the effective limit to the growth of 
industry. The costly wastes of our modern system are the wastes of 
misdirected production. The frequency and stubborn vitality of our 
latter day industrial depressions can be blamed only upon the lack 
of broad intelligence and sound judgment in the modern undertaker. 
The little undertaker, in possession of large capital and vast in- 
dustrial opportunity, is the curse of the present system. He plunges 
blindly into wrong lines of production, or he pushes his operations 
beyond the limits which real foresight would have enabled him to see. 
In his ruin he involves not only his own capitalists and laborers, 
but other productive organizations as well, and he shocks the confi- 
dence of investors generally, so that recovery from depression is 
excessively slow. 


The real function of the trust is to get rid of the weak entre-~ 
preneur. It is the natural and spontaneous effort of a progressive 
industrial organization to get undertaking genius at its head which 
has produced the trust. The formation of trusts is a process of 
natural selection of the very highest order. 


Where competition is still active, the success of an industry 
depends on its control by an undertaker great in the qualities I 
have named; in mercantile foresight, in statesmanlike ability to 
form the broad policies required by the actual conditions of the 
world-market, in the technical skill necessary for the nice adjust- 
ment of highly specialized machinery and labor, in the financiering 
of vast capital. A mistake by him in the performance of any one of 
these four functions may mean, if not immediate disaster, at least 
inferiority to his rival. Continued success here is in the hands of 
the greatest leader. But this strenuous competition, this war to 
the death, while it pushes to the front the leader most capable, at 
the same time tends to consolidation. The fierceness of the competi- 
tion, enhancing the wastes of production, compels the competitors to 
some form of combination and in this combination the control natural- 
ly passes to the strongest and most capable of the leaders. 


This is the selective process which was characteristic of the 
change from the individual to the corporate form of industrial organ- 
ization. The gains which were possible under production on a large 
Scale could be realized only so far as competent leadership of the 
large operations was developed and in this school of experience the 
leaders were trained for the still higher work required. It is in 
the rivalry between combinations that the supreme effect of this 
process is seen. Having, as the head of a corporation, learned, as 
it were, to command a brigade, the great entrepreneur develops the 
fitness to command a division or an army corps. 


The strength of the trust is that it gives the opportunity for 
the exercise of these highest qualities of industrial leadership. 
The process of forming the trust tends to put the ablest of the 
great undertakers at its head. For if not, then the really more 
capable man is not apt to remain quiescent, but breaks away to be- 
come a formidable rival again, a rivalry which at last generally re- 
Sults in the supremacy of the stronger. In other words the 
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persistence of the trust is dependent upon its securing and retain- 
ing the highest leadership. Monopoly of a machine will not long 
secure the trust, for a new machine is likely to be invented; monop- 
Oly of franchise will not do it, for such a monopoly may be broken. 
The monopoly upon which the permanency of trusts must chiefly rest 
is the monopoly of undertaking ability, a monopoly in its nature 
temporary and the result of a competitive process. 


The test of the leader's ability will be found, in the last 
analysis, in benefits rendered to the community, i.e., in the secur- 
ing of the greatest economics in production. Benefits to the com- 
munity.are not synonomous necessarily, as Adam Smith would have us 
believe, with low prices to consumers. The great body of laborers 
who want high wages protest against that doctrine, as do the invest- 
ors of capital. Consumers of any product must be willing to let 
live as well as to live. Sufficient inducement must be allowed to 
prudent people to make it worth their while to create new capital, 
laborers must be induced to acquire skill and sterling character. 

In other words the successful management of legitimate industry 
means adequate wages and dividends, no less than lowered prices to 
consumers. It is the ability to maintain the proper balance between 
these three forces which will decide the ultimate fate of the trust 
as a form of industrial organization. The failure to do this in- 
evitably lures new competition. In other words the monopoly is 
temporary. 


A rapid historical survey will show the part which temporary 
monopoly has played in stimulating competition to progressive effort. 


With a people naturally inclined to individual initiative the 
necessary condition of improvements in production is the prospect 
of large gain to theinventors of the improvements. With early 
agriculture, where natural opportunities were-large and small 
capital was required, competition served to bring out the invention 
of better processes only as such competition was stimulated by the 
monopoly of private property in the land. This monopoly was a legal 
one, created by the community to tempt progressive competition. 
When the gain from this monopoly tended through social growth to be- 
come permanent and an obstacle to further progress, a new motive to 
progress was found in commerce. The active competitive process 
there soon brought gains overshadowing the gains from land ownership, 
now grown passive, and Europe changed from a feudal to a commercial 
economy. But this new competition was made effective only through 
the monopoly of the merchant guilds and monopolistic trading or 
colonial concessions. The rising manufactures were likewise built 
upon the monopolistic aid of the craft~guilds. 


The "Industrial Revolution" marks the next radical change and 
the chief condition of progress became the invention of better 
machines. The highest competitive activity was secured by patents. 
The principle of the patent is that a temporary monopoly tempts com- 
petition in invention by securing extraordinary gains to the. invent- 
or. But these gains are only a small fraction of the gains secured 
by the community. ys 2 

The factory, brought about by the new machinery, was due partly 
to the monopolistic element of the patent law and partly to a certain 
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tendency to monopoly in the necessity for large capital under single 
managenent—-a result reached largely by the extension of the corpor- 
ate form of organization. The old guild system was swept away, hav— 
ing become obstructive to progress, and was replaced by the factory 
system which broadened and intensified competition, although itself 
resting on certain elements of monopoly. Superinduced upon this 
change, before the new movement had worked itself fully out, cane 
the revolution in transportation due to the stearn-engine. In stinu- 
lating this progress, monopoly again played its role. The patent, 
the special franchise more or less exclusive, the government Subsidy 
were all made use of to tempt competitors into the field. 


These processes——factory production anc oommerce organized upon 
the new system of transportation--have been working themselves out 
during our century. Everywhere competition has been made broader 
and deeper and everywhere this has been accomplished by the luring 
of enterprise through temporarily monopolistic gains. 


Competition can be a benefit to society only when the competitor 
is so far secure in his possession of the gains resulting from his 
efforts that he is stimulated to the struggle. So much of egoism 
is in us still. Where individual control of land, of a trade route, 
of market rights in a town, of a right of way for a railroad, of 
ownership in a machine, or of the right to concentrate sufficient 
capital for efficient production is necessary in order to bring out 
the full productive energy of individuals, society does well to se- 
cure to individuals that measure of such rights which will bring out 
this energy. Competition which allows the trespasser to oust the 
land owner, the burglar to rob the merchant, the commercial pirate 
. to infringe on patent rights, or the fraudulent promoter to buy legis~ 
lative concessions to wreck a well established railroad is destruc- 
tive competition, is in fact anarchy and obstructive of progress. 
Monopoly, up to the point where it tends to prevent improvement, is 
@ stimulus to true competition. It tends to destroy wasteful compe- 
tition and to promote well-planned and responsible competition. Dur- 
ing the last half century it has become increasingly true that organ- 
ization on large lines is the essential of efficient production. 

This means concentration of large capitals and the highest ability 
in the management of productive concerns. It is not universally true 
but it is undeniably true in the majority of enterprises, Following 
this tendency, more and more the disposable capital of the community 
and of the world has become concentrated. The movement in banking 
organization has been in the direction of concentration--either leg- 
al consolidation or concentration of actual business operations. If 
law does not permit of formal legal consolidation, business consoli- 
dates itself, as the Clearing House system of this country illus# 
trates. For the right conduct of enterprise, under these conditions, 
a selective process is needed which will put in control of produc- 
tive opportunity the men of genius. The trust furnishes such a 
selective process. The trust is successful.so far as it succeeds in 
getting such men in control. This is not antagonistic to competi- 
tion, it is a competitive process of the most notable sort. It pre- 
serves and Stimulates the most active competition at the point in the 
productive organization where progress can result. It is the most 
powerful stimulus to call out the best energies of the able industri- 
al leaders under conditions where industrial leadership is the most 
important factor in production. It is the climax of a long historical 
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process which has pushed the individualistic peoples to the front in 
the world!s industrial supremacy. The least that we should do in 
aid of this development is to allow free opportunity for combination 
—-so long as the methods of combination are fair, clean and honor- 
able. So far as the monopoly of machinery is concerned, our patent 
laws secure temporary monopoly to the combination owning the partic-— 
ular machine and at the same time tempt the competition of better 
machines. As to the monopoly involved in the necessity for the pos- 
session of vast capital by productive combinations, the problem is 
to safeguard the investor by securing in our banking and investment 
agencies able management and honest dealing. If this were done, 
ample competitive capital would be forthcoming as rapidly as needed. 
If this were done, freedom of combination would be the best safe- 
guard to the investor, for it would aid the ablest industrial lead- 
ers to secure control of all the capital they needed to extend their 
business to the most advantageous limit. 


There is another element of monopoly—-that inherent in the grow- 
ing relative limitation of industrial opportunity as society becomes 
more compact. As population within a given area increases, the line 
of economic progress is toward relatively fewer distributing agen- 
cies, relatively fewer manufacturing concerns, relatively fewer 
transportation systems. There is here an element of permanent monop— 
oly which requires control by the government in the interest of the 
community. This control is to be effected either by some system for 
government supervision, by government regulation of price or by the 
taxing of a part of the profits into the public treasury. 


History has shown over and over again the social gain resulting 
from temporary monopoly in stimulating competitive improvement by 
appealing to the speculative instinct of able individuals. The 
temporary monopoly involved in the trust is the newest instance and 
it calls out the intensest competition among able entrepreneurs for 
the mastery of business, a mastery resting upon superior organiza- 
tion. There is, then, no need to restrict the temporary monopolies 
involved in the trust. 


As to the tendency to permanent monopoly discoverable in some 
lines of business, our experience furnishes us with two types of 
government regulation which have proved fairly successful and either 
of which may be applied, with some changes, to combinations-—the 
bureau of the Comptrolla of the Currency and the Interstate Commerce 
Commission. Both in banking and in railroading the growth of busi- 
ness has been steadily toward concentration. The banking laws have 
prevented consolidation of banks doing business over wide areas. 

The banks, through the Clearing House and their system of correspond- 
ents have actually concentrated the banking business. This federa- 
tive system of banking consolidation is in accord with our political 
ideals and is working itself out satisfactorily. The government in- 
spects the business and requires publicity. In spite of all the 
criticisms urged against the conduct of the Comptroller's office, it 
must be conceded that on the whole his work has been well done and 
that the advantages of free and honest competition in banking have 
been secured to a reasonable degree, without preventing necessary 
consolidation. A possible method of dealing with the trusts might 
be modelled upon the National banking system. Combinations local 

in character could safely be left to local law and regulation. 
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Combinations which in their operations affected the business of sev— 
eral states or of the whole country might be brought under a general 
federal law, upon the plan of the National Bank Act. Within the 
general limits of the law there should be freedom in the formation 
of local competing corporations and freedom in the formation of fed- 
erative agreements between these concerns, and even in actual con- 
solidation. A Department of Commerce and Manufactures at Washington, 
needed also for other reasons, might be created, charged with the 
duty of regulating the incorporation of these concerns, of inspect— 
ing their operations, of requiring reports and publishing the facts. 
It is believed that such action would meet the requirements of the 
case with reasonable success. Ultimately it might be advisable to 
lay special taxes upon the profits if the power of the combinations 
became oppressive. 


The failures of the Interstate Commerce Law have been due to two 
chief causes. The law did not recognize the fact that consolidation 
is an inevitable tendency in railroad transportation and has been 
attempting the impossible in trying to suppress it. Secondly, the 
Interstate Commerce Commission is a semi-judicial body and has arous- 
ed the jealousy of the United States Supreme Court,@which has grad~- 
ually stripped it of the powers which it was intended to exercise. 
Even so, however, it has accomplished much, largely through the 
publicity which it has required of the railroads, to secure uniform-— 
ity, fairness, md honesty in railroad business dealings. If the law, 
instead of prohibiting pooling, had charged the Commission with the 
duty of regulating pooling, much more might have been done to secure 
to the public the benefits of the monopoly inherent in the business. 
An extension of the scope of the Commission to include supervision 
of mercantile and industrial concerns doing an interstate business, 
would, if wisely planned and patiently carried out, furnish a work- 
able solution of the trust problen. 


The fundamental superiority of the trust is that it widens 
the opportunity to effect the economies essential to progress and 
tends to develop the ability to do this on the part of the managers 
of enterprises. Much of the hostility to combination is due to a 
mistaken view of the true economic function of the trust. The man- 
agers of the trusts, that inner ring of control, who receive the 
unreasoning condemnation of the mass of the people, are in reality 
inventors of superior processes of production, and as such deserve 
special recognition no less than the patentees of new mechanical in- 
ventions. If they cannot secure reasonable returns for the benefits 
they confer upon the rest of the community they will not be stimulat— 
ed to work out productive economies. A wise policy would not force 
them to illegitimate and dishonorable methods of securing their just 
rewards. 


This suggests the most sinister side to this development, the 
prevalence of oppressive and even fraudulent practices by the trusts 
and their corruptive :influence in our political life. There is good 
reason, however, based upon historical evidence, for the belief that 
these evils are not inherent in the nature of the trust but are 
Simply incidental to the changes involved in their formation. All 
pioneer work has a large element of roughness, violence and disorder. 
Take a specific instance--the period of great railroad development 
in this country a generation ago. In that rapid and bewildering 
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transformation of our transportation system with its immense oppor- 
tunities for speculative gains, practices were common in the violen* 
and fraudulent conduct of corporate elections, in the debauchery of 
our legislators and even judiciary, in the defiance of law and 
public order which have earned an unenviable fame for the unscrupu- 
lous ability of our railroad promoters. But enlightened public 
Opinion is far severer to-day in its condemnation of those practices 
than it was a generation ago, and the management of those roads to- 
day is relatively conservative, respectable and promotive of the 


— 
W 


€ need not condone the immoralities of our railroad management. 
We can recognize, however, even among such a high-toned body of men™s 
as our college professors a certain prevalence of methods for secur- 
ing appointments, »vromotions and other advantages, which belong 
rather to political intriguers than to lovers of science. We should 
recognize further the essential injustice of expecting a higher 
sense of honor among business rivals than among the members of this 
profession. - But the important fact is that business interests as 
well as a progressive public conscience have worked toward improve— 
ment. This improvement has been marked in the development of our 
railroad enterprise. We may fairly expect the same improvement in 
the great industrial combinations as they settle into permanent 
organizations. 


There is a peculiar significance in the fact that while con- 
bination is old, trusts are new and are especialky the product of 
the new world. The reason is not far to seek. It is to be found in 
special conditions existing in America since Furopean settlement 
here. Throughout our whole history there have existed here scarcity 
of labor, scarcity of capital. and a population ambitious for a high 
Standard of living. Satisfaction of these ambitions was obtainable 
only through a higher industrial intelligence. Our econdmic condi- 
tions placed a large premium on inventiveness and organizing skill. 
We have succeeded in applying machinery in production to an extent 
and with results not equalled elsewhere. 9killful organization has 
been developed in no less a degree. In fact the use of machinery 
on a large scale presupposes and requirés a higher order of ergan- 
izing ability. Our industrial leaders devéloped early in versa- 
tility, in acuteness, in the mastery of the practical expedients 
necessary to success. The qualities of the A merican entrepeneur 
were the result of a long process of natural evolution. All that 
was wanted was scope for his energies. This Opportunity wasafforded 
by the industrial revolution and the ‘superiority of the American 
undertaker first showed itself in the development of the new means 
of transportation--the railroad system. In boldness and largeness 
of plan, in rapidity and success of achievement, the American rail- 
road undertaker has led the world. The newest opportunity was that 
afforded by that extension of the possibilities of commercial and 
industrial organization which is summed up in the phrase--the world- 
market. The enlargement of the market makes a higher type of organ- 
ization a necessity. The trust is the American solution of this 
problem, Its effectiveness is already becoming recognized abroad-- 
recognized not only by observers but also by imitators. The wider 
the market, the more economies can be effected by organization, a 
principle already grasped by Adam Smith. It is upon this historic 
Superiority in the egpacity for organization that the future econonic 
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Supremacy of America must rest. Proteétion is not the cause of 
trusts; it is at the most only an incidental aid to their early forr- 
ation. Their destruction would probably be the death blow to our 
hopes for industrial leadership in the international struggle for 
future mastery. They are the most effective agencies yet devised 
for preventing the wastes of competitive production. What is need 
ed is an enlightened public appreciation of the possibilities for 
good which they offer and the limitation of their possibilities for 
evil through calm and wise governmental regulation. 
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TRUSTS 
By Henry C. Adams, Maurice H. RobinsonHenry W. Farnum, American ‘ 
Economic Association. Third Series. Vol. V, No. 2, Pt. 2, 91-157 


A trust may be defined as an industry which, on account of its 
size or of its form of organization, exercises a dominating influ- 
ence on the production or the sale of the goods in which it deals. 
This definition renders two important services. It draws a clear 
line between a great industry and a trust organization of a great 
industry, and it provides a test for determining what industries: 
have attained the trust organization. 


Four lines of argument may be found in current discussion de- 
signed to reconcile us with the existence of exclusive industries. 
The first is that trusts are the result of natural law and are a 
healthful industrial evolution; the second is that the economic law 
of competition persists, no matter what the form of industrial organ- 
ization; the third is that trusts are productive and should receive 
our approval for the same reason that we grant approval to a labor- 
saving machine; and the fourth is that common law principles already 
provide adequate remedy for any canceivable abuse of the liberty of 
contract. Let us give a moment's consideration to each of these 
lines of argument. 


I. Trusts are the Result of Natural Law 


The organization of competing corporations into a single all- 
embracing business enterprise is regarded by the first class of 
trust apologists as a normal step in industrial evolution. Upon 
this point Professor Gunton expressed himself as followss “One of 
the marked features of the economic development of the century is 
the radical change that has taken place in the character of compet- 
ing units. Under the primitive hand labor method the competing unit 
was the individual. With the development of factory methods the in- 
dividual, as a competing unit, was superseded by partnerships, be- 
cause they could more economically employ the new methods. With the 
growth of invention, partnerships were superseded by corporations. 
With the growing completeness of machinery and magnitude of business 
corporations grew larger and larger, until the corporation is now 

the prevailing form in the most advanced countries. .. . In short, 
the progress during the nineteenth century has irrevocable establish- 
ed the group as the competing unit; the union as the unit on the 
labor side, the corporation as the unit on the capital side." The 
trust is characterized by Professor Gunton as the successful experi- 
ment of many recent experiments in the evolution of the industrial 
unit. 


so far as history is concerned nothing can be said in criticism 
of the above statement, except that it tells but half a truth. It 
overlooks the essential point that with every step in the modifica- 
tion of the business unit it has been found necessary to prescribe 
new legal conditions for the direction and control of industry. 
Every close student of political economy knows that the doctrine of 
competition, as foreshadowed by Locke, and Hume, and as expressed by 
by Adam Smith, was formuleted for a society which rested on tools, 
and that the introduction of the factory system necessitated a modi- 
fication in the statement of the laws of competition and of the . 
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statutory conditions under which factories were permitted to operate. 
He is also familiar with the further fact that the appearance of the 
private corporation about 1840, which by 1870 had become a prevalent 
type of industrial organization, necessitated a second reorganizatior 
of the law of competition, and was the direct occasion of enaetments 
designed to guard the public from threatened evils. The natural cor~ 
clusion from this appeal to history, when the full story is toley° is 
not that trusts are a sacred product of natural evolution, superior 
to statutory control, but rather because they are a new form of in- 
dustrial organization, that they should be met by a new expression 
of the law of competition and by a new statement of statutory rights 
and duties. He is a superficial thinker who sees in this appeal to 
history a reason why trusts should be permitted an uncontrolled 
development. In any comprehensive view of society the institution of 
the state, which rests on coercion, is as natural as the institution 
of commerce which rests on voluntary association, and as such has an 
equal right in logic to claim whatevery presumption lies in the 
theory of evolution or in the doctrine of natural law. 


Ii. Is Trust Competition Effective Competition? 


We come now to a consideration of those publicists who assert that 
competition persists as a controlling force in industry notwithstand- 
ing the consolidation of competing companies into a single organiza- 
tion. "Competition," says one of our leading sociologists, "disap- 
pears in one form only to reappear in another." This is an eminent-= 
ly sane and just observation and one that no economist would care to 
deny. It is incumbent upon us, therefore, to inquire what the new 
form of competition is by which this new manifestation of industrial 
power is to be controlled, and to ask if it is competent for the 
task of control. 


This class of ideas presents itself under two forms, namely, 
the claim that competition exists between commodities offered for 
Sale, and the claim (or possibly merely the implication) that we may 
safely rely upon the substitution of potential competition for active 
competition. 


The logic of that apology for trusts which rests upon the claim 
that competition of goods will persist notwithstanding the trust 
Organization of industry, may be Suggested by the following concrete 
illustration. If the manufacture of shoes be monopolized, and the 
monopolist charge too high a price for shoes, while the manufacturer 
of bonnets, with a keener insight into the psychology of the purchas-= 
6€r, places the price of bonnets on a relatively lower plane, the 
ladies of the country will choose to g0 barefoot and spend more in 
bonnets. This will curtail the sales of the shoe monopolist, and he 
Will, as a result, reduce the price of shoes. Possibly Professor 
Giddings' statement of the argument may be preferred. He says: 
“When one group of producers demands unusually high prices, all 
other groups of producers can very considerably increase their sales 
in virtue of that law of human nature according to which men can and 
do, to a great extent, substitute one group of conveniences and 
pleasures for another, postpone certain enjoyments for the time, and 
distribute their expenditures at all times in such @& Way as to ob- 
tain the greatest satisfaction for a given outlay." 
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This expression of the competitive principle is universally 
conceded, but before one accepts it as a satisfactory apology for 
trusts, there are two observations to which attention should be 
Called. 


In the first place, it should be observed that the full limit 
of the influence of competition among monopolists for their respec- 
tive shares of the people's income, is to guard the consumer against 
flagrant abuse of monopolistic power, and this, I submit, is a poor 
Substitute for that phase of competition by which the public is 
guaranteed that the price of goods will not exceed their cost. The 
restraining influence of the fact that if prices are too high sales 
will be curtailed, is a familiar line of reasoning, but Professor 
Giddings is the first writer, so far as I am aware, to imply that 
this phase of competition would grant the same protection as would 
be granted by free competition between independent producers. The 
latter phase of competition is a guarantee that the market prace 
Will not permanently stand above the cost of the goods; the former 
is merely a guarantee that the market price of goods produced by 
monopolists will not be so high as to defeat profiteble sale. 


My second observation is, should this phase of competition prove 
to be a real check upon the profits of centralized industries, the 
Same considerations which lead to the consolidation of independent 
producers in the same line would lead to a consolidation of monopo-= 
listic competitors in all lines. But this is so bizarre an idea 
that I will not claim your time for its discussion. 


What now shall we say of the suggestion that, active competi- 
tion having been Suppressed, the public may still place reliance 
upon potential competition as a suarantee of fair treatment on the 
part of monopolists, This I understand to be the position held by 
Professor Clark. By the side of this consideration there should be 
placed also the suggestion of Professor Jenks that experience on the 
part of trust managers will induce them to become more and more con- 
servative in the use they make of their monopolistic power. He, too, 
like Professor Clark, relies upon the claim that the abuse of power 
invites competition, 


I have no desire ta deny that potential competition Sexlece. nor 
that it is capable of exerting a certain degree of influence upon 
the manner in which a monopoly is administered, That, however, is 
not the question. The point at issue is whether the public is justi- 
fied in placing sole reliance upon potential competition, active 
competition having disappeared with the disappearance of the active- 
ly independent producer. 


I confess it seems to me that the statement of such a proposi- 
tion carries with it its own refutation. The establishment of a new 
commercial enterprise is by no means an easy task. In the first 
place, considerable time must elapse between the beginning of an 
investment and the completion of the plant, and the capital invested 
must either forfeit its earnings during this period, or more capital 
must be borrowed and charged to cost, with which to pay dividends 
on outstanding stock. In the second place, the investor must take 
into consideration the necessary loss incident to mistakes due to 
Experience, A successful manager cannot be found every day and we 
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may be sure that the best talent is in the service of industries al- 
ready organized. In the third place, the building of a factory is 
not the building of a business, the most difficult part of establish- 
ing a new industry consists in securing an assured market. And 
finally, the power of the trust over the avenues of sale are so 
secure, that free capital and free labor will hesitate a long time 
before venturing to enter into active competition. All this means 

a very considerable margin of excessive profit before latent compe- 
tition can be brought into play. 


This class of facts is as well known to the management of the 
trust as to those who are seeking investment for free capital. Is 
it not evident, therefore, that the administrators of a trust will 
calculate upon this barrier against the inroad of competition and 
adjust prices accordingly? The interests of a trust are not placed 
in the hands of fools or of cowards, and, in view of the many dif~- 
ficulties incident to the establishment of new industries, are we 
not justified in saying that potential competition can not go farther 
than to obviate the most flagrant abuse of power. The American 
people people have been taught that the fair price is the cost price. 
For a century they have proceeded upon the assumption that active 
competition is necessary to guarantee this fair price, and, in view 
of the manifest inequalities in the strategic position occupied by 
a monopoly already established, and by a competing concern to be 
established, it is doubtful is any amount of argument can induce 
them to rest satisfied with potential competition. 


III. Are Trusts Productive? 


There is another class of writers who rest their apology for 
trusts upon the claim that organization is a productive principle 
and thattrusts, which represent the application of this principle 
to manufactures, are bona fide producers. This means that the con- 
solidation of competing industries is a step in industrial betterment 
the same in kind, and to be followed by the same advantages, as the 
substitution of machinery for tools, or the introduction of any . 
method or process by which, for a given amount of labor, a relative- 
ly larger amount of wealth may be produced. We can not accept the 
fact that men have found it advantageous to consolidate competing 
industries as proff that such consolidations are productive, for 
such a conclusion overlooks the distinction between produce and 
profit. It is conceivable that a highly centralized industry may 
increase profit to the corporation while contributing nothing to the 
product of the nation; and it may be that a desire to obtain the 
former rather than to promote the latter lies back of trust organiz- 
ation. It is consequently, pertinent to inquire whether or not the 
trust is truly productive. 


There is nothing mysterious about the process of production. 
It consists in the application of labor to the making of useful 
goods or the rendering of useful service. It includes agriculture, 
the object of which is to secure possession of raw material; it in- 
cludes manufacture, which, consists in fashioning material to meet 
the needs of consumption; it includes commerce, which consists in 
the transportation of material and product to the consumer. Modern 
refinements of economic theory respecting value have not seriously 
modified this fundamental structural description of what constitutes 
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industry. If, now, it be true that the amalgamation of independent 
competitors constitutes a productive process, that productivity mus?. 
Show itself in one of the three lines of activity described. Under 
no other assumption is it reasonable to say that the trust organiza- 
tion is productive in the sense that the invention of a labor saving 
machine is productive. 


So far as that phase of commerce which has to do with transpor- 
tation is concerned, it is admitted that the size of plant and 
density of traffic are a rough measure of productive ability. Can 
the same be said of the process of manufacture? Is it like railways, 
Subject to the law of increasing returns? Consider what is implied 
in such a concession. If this be true there is no assignable limit 
to the profitable size of a manufacturing plant. If this be true, 
the principle of monopoly inheres in the manufacturing industry. If 
this be true there is the same reason why government should inter- 
fere in the manufacturing industry as there is why government should 
undertake the control of railways. While admitting that these con- 
Siderations open up a field of economic theory as yet but partially 
explored, I confess I am unable to grant such conclusions. To me, 
it seems clear that the process of manufacture is subject to the law 
of constant returns and that, on this account, the thought of 
monopoly is foreign to its nature. Both analysis and experience make 
evident the fact that beyond a certain point, increase in the size 
of a manufacturing plant does not contribute to economy. The growth 
of the typical industry during the past century and a half should 
cast no doubt upon this conclusion, for this growth, so far as it 
inheres in the nature of the manufacturing processes, is primarily 
the result of new inventions and of new applications of the principle 
of division of labor. If, now, the only normal motive for increas— 
ing the size of manufacturing industries be to make room for a new 
invention, it is evident that, at any particular time in the develop- 
ment of commercial arts, there is for every branch of manufacture a 
Size which enables the full realization of the principle of division 
of labor. This may be termed the size of maximum productivity, and 
“provided a manufacturer has sufficient capital to enable him to own 
a plant of this maximum size, he can easily hold his own in the world 
of competition. Indeed, an increase in size beyond this point, un- 
less it be a complete duplication of the plant, will result in a de- 
crease of efficiency, for it introduces confusion into what before 
was @ perfected applimtion of the principle of division of labor. 


The converse of this is also true. If a manufacturer fails to 
increase his capital to the size required for the most effective use 
of machimery, he will be forced to the wall, a fact which suggests 
the observation that, not only are trusts in themselves unproductive, 
but they will, if they gain control of the industrial field, tend to 
check development in the technique of industry. It does not lie 
within the purely commercial motive to force a monopolist to adopt 
the latest and most effective mechanical devices. On the contrary, 
the monopolist waits upon the wear of old machinery before adopting 
improved methods. If you ask what is the fundamental explanation of 
the tendency towards the consolidation of manufacturing plants, I 
reply, it is the desire on the part of the proprietors of inferior 
plants to shield their capital from the competition of more perfect 
methods of production. The man with a poor plant sets the ball 
rolling by offering goods at cut-throat prices, for he has little to 
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lose and much, possible, to gain; the man with the best plant, see- 
ing the advantage due him from his enterprise threatened by this 
predatory competition, tries first to club his free booter rival 
into submission, and if he fails in this, takes him into partnership. 
This is the way in which trusts grow.. The initial motive is to se- 
cure an income from poor capital. The final result of organizing 
industry in response to this motive will be to check enterprise. 
Just at present, while the process of consolidation is going on, 

and while the vision of a world's market is before the American 
manufacturer, it may be that trusts tend to render general the best 
methods of production; but the end is not yet. Monopoly is now what 
it always has been. The only means of perpetuating itself is by 
stifling energy and limiting progress. In response then, to the in- 
quiry respecting the productivity of trusts, there seems but one 
answer. Confining the question to the process of manufacturing, not 
only does the amalgamation of independent producers into a single 
industrial organization contribute nothing to the cheapness of the 
process of manufacture, but allowed its normal development it will, 
to speak mildly, tend to dampen the ardor for improvement, and thus 
bring us to the beginning of the end of the "industrial revolution." 


It may be urged that I overlook the savings incident to great 
organizations. No, I do not overlook the possibility of savings. 
Savings incident to great industries are of two kinds; first, the 
production of by-products in sufficient quantities to make their 
collection and preparation for the market profitable, and second, 
the avoidance of unnecessary expense in the administration of the 
business and in the sale of the product. 


So far as by-products are concerned, provision has already been 
made for them in the statement that the normal size of a productive 
industry tends to increase with every improved appliance or perfect 
ed process. The discovery of a new by~product may necessitate an 
increase in the size of the plant, but the increase thus necessitated 
is limited to the size required for collecting these products in 
profitable amounts. In order, therefore, to introduce the saving of 
by-products into an argument for the support of an organization of 
the country's industries in which each product is represented by a 
Single producer, it would be necessary to show that nothing less 
than 75,000,000 of consumers would furnish a market sufficiently ex- 
tended to warrant an industry of the size required by maximum effici- 
ency.e Such an assumption is absurd, and doubly absurd when to the 
home market of 75,000,000 of consumers we add the world's market. 
Large industries may be necessary to enable the savings of by~proc- 
ucts, but not a trust of large industries. 


With regard to savings in administration through consolidation, 
I confess I am somewhat skeptical. It is true that the number of 
presidents may be decreased, but what shall we say of the salaries 
of those that remain? It is true that expenditure for advertising 
may be reduced and the payroll of travelling salesmen curtailed; but 
we are entirely in the dark as to the extent of this saving. In the 
absence of information we are obliged to go back to analysis and to 
rely on fundamental principles. If the manufacturing industry can 
be organized like an army, if the decision of the management in one 
case may be generalized into a universal order, if, in short, the 
process of making and selling goods is a process en gross, like 


YS Re Me GH 
‘ bp GS ke es aos 
: 5 


Ane. | ‘Etae toktt OS Seats 6 dade) bivew aromemo To. 
ia tok tio ripperiomna ie beriuper @xte-eds to. Ytievbat as t 


ods of  saekves sinh: pH toes Zo 2 


“988 (tietg taod-ent: hie paren Pa ites or 
adel. yet hededsotd? sa tvagetae eid. mort: 
Lavin tetood. sot ahd det: oe freee ' pMQira: : 
qQidetenttad off! mid Aoded etdt Pa ay ptiet ¢ i df bos. sotaa ig 

“OS OF al.evitom [eigimd ‘ont . wow, eaten. doidw at yew 

ar rane to tinpes Laat? ave. Het dope toed. mo" MooL 
esiratséae Noeto oF ed Ittw -evitom atdt oF ee 
+40. giiiog at soitebiioumos:.to ansoorg. edt alidw . ta 
geo bwomh odd - ented. at tedtom. e'hinow.s to cath, 
_ aed sdt Jetoney obser of bnot. aternd tadt. ed yoo 
_ tedw-won, at yloqonol wtey: tom ff bee. edt tud- -moty 
yd aks tied sé orks autocered: to engom yino sot . 166 3) aye 
yp sit ot. (ody Senogqdes nl . .agentpotq sath tml: Dos > Tero 2m 
eno tud- smpen sredt 9 SROWET. tex TIivistoubo rg: edt anittooge 


tos senha tet os tuersm. La. pagoote enh. ot: totiaeso ¢ . pera 
olsnte Sa otrt, ig onhorg teaebmeqobrt: to: avid 
Per to eaonqe atic. ocd od ay ttiton: etudizdnoeo: solid agin 
¢iikiw. Pk iy af “< abnron: ati bewbiis* tud ,aretos 


ne 8 : 
auc. bos, tzouevotamh: tot aobrs ens: meqmsd - o* beet, 4X, f 
t noddy Lovet: “LeLateubat” ent: ho bier ade ‘36. spocbadtseh od Be Kae 


_sagitives toy? fidiesoq sat :aooltevo tom obt Tt: oll. - si 
OOS” tonee ; goals. owt: To: ome eeliteubhal teers of taebs 
~ SLond, sdam ot. soititasup daploitive al ateuborqgeyd: to” 
a DEeIHa ; pow ,oidsrttorg t eaten: ent: 2ot: molvereqetg bos a 
ony. ‘To. colteitetanane odd Ni oambaxe: yiseasponm. To: son 

| » stomborg ear to. 6.fee ent ad bos ae 


“Peete of: Peedioal oweived odtistoet seve: i tedh.dsgity. ad_¥, 
i 


Nh ey ye a 


rend heerts-. ped SoLarvong a bBerre seco Sete atouboraed- ra “set 
| svitaabear « to asia. Larror. ony. dedd: tremetate edt af ment 
~“SoBitesg to. eogeifegs heve onqat ytere: at fw eesorort oF. abet 
Lh 9 8? faasoom Yam: foubotaevo wer s, to. ¢tevooaltb edt 
rhein doy hg ey tod ,tasig edd: to sate eft ak 
nat atoubern tq seedt ontsopt ion. tot hetigoot este. sit of B 
£0 OAiVSa! sad ony uboat nL oO; 7. ¢ Re Te Togs, , RebTO. or peerbegeny yt 
10. noltsasinsero. oe to ox LOCqua. Gls: tot tremesgie me 6 : 
& Yo betruseeiget: et: teubot iq toss doldw-nt : ‘aetttenbat by 
eee L tor totter : eae, weds or yrsspecen od bfvow ti - 


‘goo of codw beyeds yidvob bas ,biveds BL Mot ferme 

gt oars: pry fee wy ott bbs ow et amen: to" 000,000, 

SPOT Ge(a So sha twma: Bde » etdens: Ov: URBapooed | ad yan 8 
oan A | eottisobat hd baal io. tems 


FoptEbE Toaceo dauords sothents tates, ek: et iV 

20 2odhter oc Peat oped et <2  -beDee qe 

ne iitelee- na heel ew: Lista: sade. 

giisdtiverbs, toh exvtionedne. teat: a 
two bolted. nemns ts eo oot Lowetit: 


od: brs ter iemes od. doed 29 22 be 

neo (itaobed en brntos tone ott: 
a ro. ee: icome gana eit to mote ioeb add 
a tt rea , tebyo Lsexevier 

| antl. pomire -Baboote sf 


” 


—3238- 
Trusts —- 7 


transportation, and not a process that commands at every step the 
personal attention of trained intelligence, then we might talk of 
savings in administration incident to consolidation. But such is 
not the character of the manufacturing industry. The nature of the 
manufacturing process does not permit of such savings at least to 
the extent that it becomes a controlling consideration in the organ- 
ization of the business. Moreover, these arguments do not fit well 
together. Laborers, we are told, are to get more for their work, 
investors are to get more on their capital, and, so far as we can 
learn, the salary list of officers is not greatly decreased. Where, 
then, in view of the fact that the inevitable tendency of monopoly 
is to stifle invention, is there any saving that the public is able 
to see. There remains only advertising and travelling men, a mere 
bagetelle, if exception be made for patent medicines, as compared 
with the average of expenditures incident to great enterprises; and 
I submit that the abandonmant of active competition which is the 
only guarantee the public has for continued development in the 
technique of industry and for fair treatment upon the market, is a 
high price to pay for the destruction of ten cent magazines and the 
suppression of the travelling fraternity. 


If trusts are not productive, are they profitable? Yes, trusts 
are profitable. They are profitable to their promotors and to those 
who by means of them are able to convert the common stock of a sink- 
ing concern into the preferred stock of a consolidation, provided the 
consolidation enjoys a monopoly of the market. The promotor makes 
money by over capitalization. For him the organization of a trust 
is merely a new phase of the old stunt of crystallizing a temporary 
advantage into a vested interest and then selling it out to innocent 
holders. But I cannot follow farther this line of analysis. 


Possible Solutions 


This paper would be incomplete as an introduction to general 
discussion should it contain no reference to the solution of the 
trust problem. As indicating the general point of view, it may be 
remarked that it is a mistake in strategy, if not, indeed, in logic, 
to treat the trust as though it were an industrial institution like 
the corpotation or the trades—-union. The trust is rather a phase of 
corporate activity called into prominence by a combination of causes. 
It is, therefore, possible to destroy what we call the trust without 
impairing the efficiency of capital or the productivity of labor. 

A satisfactory programme of reform must touch the underlying causes 
of this present phase of industrial consolidation. I cannot, of 
course, speak of all these causes, but venture to mention three, 
each of which should have a place in any programme for the correc- 
tion of prevalent abuses. 


First. A survey of the past hundred years of industrial change 
makes evident the fact that industry on its mechanical side has de- 
veloped more rapidly than on the side of management and administra- 
tion, and in any final explanation of congested competition, a phase 
which appears to me to suggest a fairly accurate diagnosis of the 
industrial ills of our time, the scarcity of business talent holds 
an important place. I do not regard this as a fundamental explana- 
tion of trusts, but as a contributary condition of deep significance. 
In so far as the centralization of industrial power is traceable to 
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failure in the supply of business ability, no permanent relief from 
the evils of trusts may be expected until the highest grade of busi- 
ness intelligence becomes the common possession of the business 
world. The trust may be regarded as a corner in business insight, 
business talent and business courage. Many agencies must cooperate 
to break this corner, but among these agencies none should be as- 
Signed a more important role than the universities and colleges of 
our land. When high grade commercial education comes to be acknowl- 
edged as a legitimate as a legitimate and dignified phase of uni- 
versity instruction, and made attractive for young men ambitious for 
business success, the first step will have been taken toward the 
restoration of those conditions in which healthful competition can 
again control industry. From the point of view of our universities 
the solution of the trust problem means the development of courses 
in higher commercial education. 


Second. <A study of the market since the introduction of steam 
transportation makes clear the fact that the temporary collapse of 
the competitive principle pertains to the transportation and sale 
rather than to the manufacture of goods. How far the recognition of 
this fact might lead the government in the regulation of the market, 
no one can say; but one point is clear. That which gives character 
to the modern market is the rule according to which payment is made 
for the service of transportation. This means that the railway 
problem lies at the bottom of the trust problem. In making this 
statement, however, I am unwilling to concede that the solution of 
the railway problem is limited to the guarantee of equal facilities 
to all shippers at the same price. The heart of the problem lies 
deeper. If the mischievous features of tursts are to be dissipated 
through the agency of railway reform, that reform cannot be arrested 
until the principles of public utility, rather than cost of service, 
becomes the ruling consideration in the formation of freight and 
passenger schedules. Before an audience of economists it is not 
necessary to devélop such a suggestion, but I may, perhaps, indicate 
the extent to which my mind has been forced along this line of reasm- 
ing by the remark, that the railway problem will not have been solv- 
ed until the manufacture and the sale of goods is again brought under 
the control of normal and healthful competition. Should this require 
the nationalization of railway property I find myself constrained to 
admit that the dangers incident to such a policy are of relatively 
less significance thant he dangers with which our industrial organ- 
ization is threatened by the perpetuation and further development of 
manufacturing and commercial monopolies. 


From the point of view of government then, the solution of the 
trust problem demands before all else, an efficient governmental con- 
trol of the business of transportation, to the end that all manu- 
facturers- may be treated alike in the markets of the nation. The 
trust is that the monopolistic features of trusts pertain to the 
buying of material and to the selling of goods. It is market condi- 
tions and not manufacturing conditions that should claim the atten- 
tion of the reformer. 


Third. Neither the paucity of business talent nor the mal-ad- 
justment of railway schedules is adequate to fully explain the 
tendency toward monopoly among manufacturers. Mention must be made 
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of a third cause equally potent and infinitely more difficult of 
adjustment. I refer to labor organizations. The question as to 
whether trades—unions can or cannot raise wages is a familiar one to 
economists, but one feature involved in this controversy seems to 
have been overlooked. He who follows the logical development of the 
concession made by John Stuart Mill,--namely: that organization 
among workmen can increase the price of the commodity which they 
sell,—--will be brought, sooner or later, to the conviction that 
every step in the rise of wages, traceable to the demand of workmen 
for higher pay, results in the disappearance of those employers who, 
under the old rate of pay were just able to maintain a profitable 
existence. Expressed in a sentence, this means that every success— 
ful strike sets in motion those forces which result in the concentra- 
tion of industry. Trades—unions may raise wages, but they do so at 
the expense of the small employer. If this be true, it is evident 
that the solution of the trust problem, or perhaps it would be better 
to say the readjustment of industrial forces and conditions by which 
the principle: of commercial competition will be placed again in the 
seat of control, can not be attained without a final determination 
of the relative rights and duties of employers and employes, and the 
evolution of an organization, partly political, partly industrial, 
by which these rights and duties may be expressed, and through which 
they may be realized. 


From the point of view of the economist therefore the solution 
of the trust problem means a more perfect analysis of industrial 
conditions and a more perfect understanding of the moral rights and 
obligations of labor. Of one fact we may rest assured. If the in- 
dustrial analysis be clear, and the moral rights be plain, those who 
make our laws and administer our qourts will not be backward in giv- 
ing to these rights an efficient expression. 
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United States Shipbuilding Co.wnany 
Incorporation 


The United States Shipbuilding Coupany was incorporated on 
June 17, 1902, under the laws of the state of New Jersey. The 
incorporators were Howard K. Wood, Horace §. Gould, and Kenneth 
K. McLaren. . . The incorporators collectively subscribed for fif- 
teen shares of the oreferred and fifteen shares of tne common 
stock of the company. 


On June 24, 1902, the incorporators above nased, constituting 
the stockholders of the co.pany, held their first meeting. . .At 
this weeting Frederic K. Seward was elected a director for one 
year, Raymond Newman was elected a director for two years, and 
Louis B. Deiley was elected a director for turce years, the 
minutes of the company reciting that Howard K. Wood, one of the 
incorporators and subscribers to tne stock, had assigned his right 
to one share of codmon stock to each of the persons 200ve nied 
to qualify them as directors. No stock of the United States Ship- 
building Co.p-ny, however, was issued to or placed in the name of 
these directors, so far as the records of the company disclose. 


On the said 24th day of June, 1302, the first meeting of the 
directors of the United States Shipbuilding Company was held. 
At this seeting there were present Louis B. Dailey, Raymond Newman, 
and Frederic K. Seward, being all of the directors. The minutes 
recite that the Board proceeded to the election of officers for 
the ensuing year, and, ballots having been cast and counted, it was 
found that Raymond Newman had been elected president; Louis B. 
Dailey, vice-president; and Frederic K. Seward, secretary and 
treasurer. The versons above named as incorporators were... all 
connected with the Corporstion Trust Coaupany of New Jersey as 
officers or otherwise, and the place of residence above stated 
being the New Jersey office of said Trust Company. The directors 
were also employees of said company. 


At this meeting of the directors an offer was received from 
one John W. Young, of which the following is a copy: 


OFFER OF PROMOTERS 
New York, June 24, 1902 
To the Board of Directors, ete., 

I hereby offer to convey, sell, etc., . . . unto your Company 
for the consideration hereinafter stated, the following property, 
VLE KPA. 

(1) All of the capital stock of the Union Iron Works of San 
Francisco, Cal., .. . together with all of its vroperty, real 
and personal, business and good will as a going concern, I hereby 
agreeing that this corporation has no bonds out and no indebted- 
ness except current accounts, etc. 


Messrs. Henry T. Scott and Irving M. Scott have agreed with 
me. » »« to enter into the usual contract with your Company not to 
compete with it in its business, and not to employ their capital 
- e etor the period of ten years. 


This offer of the stock and property of the Union Iron Works 
is made also upon the following express conditions, viz.: That 
your Company shall enter into a contract extending over a oeriod 
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of five years with Messrs. . ., now connected with the sanagement 
of the Union Iron Works, to act as officers or managers. .. for 
this oeriod of five years at an ‘annual selary to be paid to each 
of $10,000, etc. 

(2) The entire capital stock of the Harlan & Hollingsworth 
Company.of Wilmington, Del., etc. 

(3) Also the entire capital stock of the Eastern Shipbuilding 
Company, etc. 

(4) All of the real estate of the Canda Manufacturing Comoany, 
etc. ; 

(5) Also the entire capital stock of the Crescent Shipyard 
Covoany. . . and the business of the Crescent shipyards hereto- 
fore conducted by Lewis Nixon. 
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(6) Also the entire capital stock of the Samuel L. Moore & 
Sons! Gamoany. .. 

(7) Also the entire caoital stock of the Bath Iron Works... 
and of the Hyde Windlass Company. .. 

(8) Also 300,000 shares out of an entire issue of 500,000 
shares of the cavital stock of the Bethlehem Steel Couipany. .. 
engaged in the business of wianufacturing and dealing in iron 
and stcel and the croducts thereof. 


I will also pay, or cause to be »aid, to your Comoany $1,500,- 
000 for working capital, and will also deliver, or cause to be 
paid and delivered to your Treasurer or other nominee, the follow- 
ing securities, viz.: $1,500,000 in par value 5 oer cent, thirty- 
year gold bonds of Un ted States Shipbuilding Company, the same 
to be neld as Treasury assets and disposed of for working cqital 
or other purposes of the Company as your Board of Directors 
shall hereafter determine, 


It is a further condition of this offer that in cases wnere 
vour Company shall acquire both capital stock and properties of ay 
of the corporations included in this offer, you shall guarantee, 
or otherwise assume, any promissory notes or other obligstions 
which it may be necessary or desirable to put into the treasuries 
of such corporation or corporations for the protection of their 
creditors, or to avoid violation of the statutes of any state or 
states. 


I will accept in full consideration for the conveyances. . . 
above offered to be made $19,993,500 in par value of the full 
paid and nonassessable preferred stock of your Company, $24,998,500 
in par value of the full paid and non-assessable common stock 
of your Company, $16,000,000 par value of the first mortgage five 
per cent sinking fund thirty-year gold bonds, Series A , of your 
Company secured by a mortgage which will be a first lien upon all 
the property and plants of the Union Iron Works, etc. (above 
named companies); also $10,000,000 par value of the 5 per cent 
twenty-year gold bonds to be made by your Company and to be secured 
by @ mortgage upon the shares of stock of the Bethlehem Steel 
Couwpany and otherwise, as hereinafter stated. 


In case you accept the offer of the stock of the Bethlehem 
Steel Company the purchase must be made upon the following 
conditions: 

{1) The stock. . . is to be deposited with the New York 
Security & Trust Company under a mortgage or deed of trust which 
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shall be a first lien upon the stock so acquired, and, suoject to 
the oriority of the wortgage to secure said $16,000,000 of oonds, 
shall be a lien upon the wrsperty and slants covered ov said $16,- 
000,000 mortgage. . . The nolders of each $1,000 par value of said 
bonds to have the same voting power as the holders of each $1,000 
par value of the stock of your Covipany. 


(3) For the puroose of further securing said issue of $10,000,- 
000 of bonds, your Company shell also »rocure to ode executed and 
delivered to the New York Security & Trust Co.nany, tne single bond 
of the Bethlehem Steel Co..wany p2ayaole to said Trust Co.ipany for 
the sum of $10,000,000 gold coin, with interest thereon at the rat 
of five per centum. ..., conditioned for the due voay:zent of the 
principal and interest of said issue of $10,000,000 of bonds, etc. 


(3) That an agreement shall be executed between the Bethlehen 
Steel Coupany and your Couinany, by which said agreement your com- 
pany shall undertake to guarantec so long as any of said issue of 
$10,000,000 bonds are outstanding, that the Bethlehem Steel Cowpany 
shall pay dividends upon its capital stock at the rate of Three 
Dollars per share per-year, agzregating an annual dividend contribu- 
tion of $900,000, and for that purpose that your Comupany will 
supply and furnish said Bethlehem Steel Co.pany. . . business and 
- weans of carning to enable it to oay said annual dividends 
- OF advance sufficient soney. ... to make such annual dividend 
paynents which may be credited on sny business or work which said 
Bethlehem Bethlehem Steel Coupany say thereafter have for or on 
account of your Company. Said agreement shall further orovide that 
so long 2s any of said issue of $10,000,000 bonds remain outstand- 
ing, ssid Betnlehem Steel Co.pany shall be protected in keeping 
on hand and maintaining cash or cash assets of not less than $4,000,- 
000 cash velue over and above its current business liabilities 
(not including its oresent and projected issue of bonds) as its 
working capital, no part of which shall at any time be used or 
apolicd towards the payments of dividends or for purposes other 
than tne operation and conduct of tae business of said Bethlehem 
Steel Coupany. 


¢ 


(4) That so long as any of said $10,000,000 bonds are out- 
standing said Bethlehem Steel Coipany shall always remain an 
independent and distinct corporation, and shall not be merged in or 
consolidated. . . unless. . . requested or consented to by the 
holders of not less than 75 per cent of said outstanding bonds. 


(5) That your Couipany may at any time pay all of said outstand- 
ing bonds as an entirety by depositing a sum equal to the var value 
: rane interest. . . to the New York Security & Trust Company as 
rustee. 


I will cause to be delivered to your Company suitable deeds, 
bills of sale and transfers, etc. 


* * “ * * * 


(Signed) John W. Young 


Upon the receipt of this offer the directors above named, 
holding no stock whatever in the Company, but at most a mere sub- 
scriptive Tight, by assighment, to one share each, adopted the 
following resolution: 
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AGCEPTANCE BY COMPANY -335- 


Whereas, John W. Young has offered to convey, sell, etc., 
- sa vend, 


Whereas, In the judgment of this Board the value of the 
properties so offered. . . is at least the par value of the stocks 
and bonds of this Company proposed to be issued therefor, to wit, 
the sum of $70,997,000, and seid properties are necessary for the 
business of this Company; 


Resolved, That said offer be and the same is hereby accepted, 
BCC 6-9) ie Gees 


Further resolved, That for the purpose of enabling this Com- 
pany to accept the foregoing offer, it shall as soon as practicable 
take the steps required by law for the increase of its authorized 
capital stock from thirty shares of $100 each... . to four hundred 
and fifty thousand shares of $100 each, two hundred thousand 
shares of which shall be preferred stock, and two hundred and fifty 
thousand shares of which shall be common stock, making a total 
authorized capital stock of $45,000,000. 


Further resolved, That the officers of this Conpany be, and 
they hereby are authorized and directed to make. .. to the 
Mercantile Trust Oompany as Trustee, a mortgage or deed of trust 
upon the oroperties ourchased pursuant to the offer of said John 
W. Young (exclusive of the shares of stock of the Bethlehem Steel 
Comoany), to secure the payment of $16,000,000 par value of first 
mortgage 5 per cent thirty-ycar sinking fund gold bonds, etc., ... 


Further resolved, That the oroper officers of this Company 
be and they hereby are authorized and directed to make. . . a mort- 
gage or deed of trust to the New York Security & Trust Company as 
Trustec, of the snares of the capital stock of the Bethlehem 
Steel Coupany. . . to secure the payment of $10,000,000 par value 
of the 5 per cent twenty-year gold bonds of this Company, which 
mortgage shall contain the provisions required under the terms of 
Ree gure? A BUGwioc' os 


Further resolved, That the officers of this Company are 
hereby authorized to execute, issue, and deliver to the said Young 
»the first mortgage. . . gold bonds of this Company of the 
ageregate par value of $16,000,000,. . . $10,000,000 and certifi- 
cates for 199, 985 shares of the preferred capital stock. .. and 

for 249,985 shares of the common capital stock, etc. 


INCREASE OF CAPITAL STOCK 


On the same day, to wit, the twenty-fourtn day of June, ... 
a meeting of the stockholders of said Cowspany was held for the 
purpose of authorizing and increasing the capital stock of the 
United States Shipbuilding Company and of considering and acting 
upon the offer of said John W. Young. There were present Frederic 
K. Seward, Louis B. Dailey, Kenneth K. McLaren, Horace S. Gould, 
Howard K. Wood, and Raymond Newman, claiming to be holders of 
fifteen shares of preferred and fifteen shares of common stock of 
the United States Shipbuilding Coiwany, being all the capital 
stock of said Company. At this meeting the following resolution was 
adopted: | 
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Resolved, That tne action of the Board of Directors. .. be 
‘ eAXpproved, ratified, and confirmed, etc. 
At a meeting of the Board of Directors of the United States 
Shipbuilding Company held on July 31, 1902, the following resolu- 
tion was adopted: 


The Board of Directors, etc., do hereby resolve and declare 
that it is advisable that tae capital stock of this Company be 
changed from thirty shares. . . to four hundred and fifty thousand 
shares. . « Of capital stock, etc. 


* % * * * * * * * 


PURCHASE OF SUBSIDIARY PLANTS 


Between the fifth day of August, 1902, and the twelfth day of 
August, 1902, in evident compliance with the offer of said John 
W. Young and the acceptance thereof. . . the companies .. . conveyed 
to the United States Shipoduilding Company all their real and 


personal property. .. 
2K * * ok oe * * bs * 


LEASES TO SUBSIDIARY COMPANIES 


Your receiver further reports that after the delivery of said 
deeds. . . leases were entered into between the United States 
Shipbuilding Company and the (various companies hereinbefore 
named). . . By the terms of these leases "all the yards, docks, 
and plant," etc., were leased to the above named constituent 
companies "at the yearly rent or sum of the net profits of the said 
party of the second part in its business during the term of this 
lease." . . . In the Union Iron Works lease the entire plant and 
property were leased for one vear to the Union Iron Works for the 
nominal rental of one dollar. All such leases were terminale on 
five days! notice. 


ALLEGED BASIS OF DIRECTORS! ACTIONS 


The resolution of the Board of Directors of the United States 
Shipbuilding Company accepting the offer of John W. Young, above 
set forth, was stated by said Board in its minutes to be based upon 
a report in writing from Messrs. W. T. Si.ipson, Fellow Institute 
Accounts, New York, and Riddell and Common, Chartered Accountants, 
on the condition of the business of the several companies mentioned 
in said offer, excepting the Bethlehem Steel Company. This report 
is alleged to have certified, among other things, that the contracts 
of the constituent companies for construction then in hand amounted 
to over thirty-six millions of dollars. That the time necessary 
to complete the work contracted for averaged about eighteen months 
from January first, nineteen hundred and two, and that the estimated 
net profits thereon had been calculsted at over five millions of 
dollars. That new work was being constantly offered, and this new 
work, replacing completed contracts from time to time, should result 
in the realization of an average annual profit on work in hand and 
in sight of two million two hundred and twenty-five thousand dollars. 


With reference to the Bethlehem Steel Company, the minutes 
of the Board of Directors recite that Messrs. Jones, Caesar & 
Company, chartered accountants, had been investigating the affairs 
of the Bethlehem Steel Company, and had made a report that the 
company was earning at the rate of one million eight hundred thousand 
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working capital of over four millions 
racts in hand sufficient for its 
years. In reliance upon these 

ledge of, or investigation into, 
r-solution in question was adopted. 


dollars per year, thalit hag 
of dollars, and that 1 hag Bias 
full running capacity f- three 
alleged revorts, and wit, e 
the werits of the eropert,, 


Tg Kol IRECTORS 
A couparison of the fig '%s al 
by the Board of Directors in accept 
with the true’ figures ascertznined f 
Subsidiary companies subsequent to @ purchase of said plnints, 
discloses so great a variance as t mpel the belief that the: figures 
contained in the minutes were wilfWly misstated. It is extremely 
doubtful whether any report was sugfiitted by any accountants made 
as of that tiuie, as the minutes ite. “in a certain Prospectus 
marked "Private and Oonfidentia bearing date the 19th day of 
April, 1902, there is containcdg letter purporting to be signed 
by Messrs. Simpson and Riddell Mffhid Common, under date of January 
e4th, 1902, which letter wouldfSeom to serve as a basis to a certain 
extent for the ion of those of ountants. of the Board of Directors. 


ed to have been relied upon 
g the offer of Jonn W. Young, 
m an examination of the 


If the examination of these aZ.ountants was wade as of January lst, 
1902, as the letter would imply, it .ust have becn of the .aost 
Superficial kind. The letter in question makes such exaggerated 
representations with reference to the profits, present and vorospective, 
as to ilake it absolutely worthless as a guide in ascertaining the 
real condition of the plants. It is entirely refuted by their, later 
i and detailed statements made as of June 30th and July 3lst, 


Your Receiver has seen and inspected the siatements uade by 
these accountants as of June thirtieth, nineteen hundred and two, 
and July thirty-first, nineteen hundred and two, and finds nothing 
therein to support the statements contained in the minutes of the 
Board of Directors. 


The statement of Messrs. Siipson and Riddell and Common of the 
condition of the subsidiary plants as of June thirtieth, nineteen 
hundred and two, contains, among other things, the following figures: 


POUCH GS SPICE). Vin 3 ee Wis ae oe . $34,377,408. 70 
@. Value of work done under said contracts up to June 30 
1902 Pia 1 ae, a, Ww ca a ie Ne PR LO TL be. OG 
3. Value of work to be done under said contracts sub- 

sequent to June 30, 1902 Oa wbie. so. ie ale? ¢Mewyolo, Gases 


The report of these accountants also contained a statement 
of the volume of business done by the constituent companies for the 
three years ending June thirtieth, nineteen hundred and two,on which 
tne profit was shown to be about ten per cent. The revort also 
shows that the contracts remaining unfinished m June toirtieth, 
hts hundred and two, would require three years for their. com- 
pletion, 


From this report the following facts Clearly appear: 

1. That the amount of contracts on hand June thirtieth, nine- 
teen hundred and two, instead of being Thirty-six Millions of 
Dollars, as recited in the minutes of the Board of Directors, was 
$15,394,360.26 less than the amount therein stated. 
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2. That it would take three years to earn whatever profit was 
involved in these contracts, instead of eighteen months, as alleged 


in the minutes. 


3. That the profits on such contracts, instead of amounting 
to $5,000,000, as the minutes recite, basing the estimate upon the 
past earnings contained in the report, would be about two millions 


of dollars; and, 


4, That the statement that the average annual orofit on work 
in hand and in sight of the constituent companies, exclusive of 
the Bethlehem Steel Company, wes $8,225,000, appears to have no more 
substantial basis than the wildest conjecture. 


AMOUNT OF CONTRACTS, JULY $1, 1902 


Your Receiver has caused to be prepared a statement showing 

the contracts in force on the $lst day of July, 1902, the 

portion thereof completed, the balance remaining uncompleted, 

and the estimated profit thereon, based upon the highest 

possiole estimate of earnings, which is 2nnexed hereto marked 

"Schedule No. 2," and made a part thereof. From this state- 

ment it appears that the face value of the contracts on 

hand, including extras, on July 31, 1902, was... . . .$34,097, 739 .22 
The value of work done on said contracts up to July 31, 

LIU G— BoB eM UML eID) gala ested hw |e HAV a eae cri 
Leaving the value of the uncompleted work on said con- 

EO IIS OAT POO, ot x ve Wie sine cals marl ied me wae lon OOe5 544.08 
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ESTIMATED EARNINGS ON SUCH CONTRACTS 


Adopting the figures of the accountants and estimating orofit 
on the basis of percentage of completion reported by them and the 
actual cost of such percentage, the highest possible estimate of 
earnings on the balance of the contracts to be completed would be 
$2,203,269.83, as appears from said "Schedule No. 2." 


An examination of the books of the Company, however, with care 
and the exercise of some intelligence, and adjusting the amount 
of the contracts at corrected figures, would have shown that 
there was no basis for the foregoing figures, but that there might 
be justification for an estimated profit of 41 660,021.59, as appears 
from the statement hereto annexed, made a part hereof and marked 
"Schedule No. 3." 


An examination as of August 1, 1903, however, with the past 
year's work as a basis, and allowing for changes in extras, dis- 
closes another set of figures and shows tnat the profit on such un- 
completed contracts cannot exceed the sum of $1,078,261.42, as 
appears from the statement hereto annexed, made a part nereof and 
warked "Schedule No. 4." 


From this latter Schedule, waich is based upon the actual cost 
of the work, so far as ascertainable, a situation is disclosed so 
much at variance with the figures alleged to have been relied upon 
by the Board of Directors as to lead to the belief that the minutes 
of the Board of Directors in this respect must have been wilfully 
falsified. The Five Millions of profits dwindle to about One 
Million; the contracts therein referred to will not be completed 
for upwards of three years, and, judzing frompast experiences, it 
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is safe to say that this estimated profit will suffer great depre- 
ciation before the cowpletion of the contracts. 


WORKING CAPACITY OF PLANTS IN RELATION TO EARNINGS 


So far as your Receiver is aole to ascertain, the full capacity 
of the yards, exclusive of the Bethlehem Steel Company, is about 
fourteen million dollars of work annually, while twelve million 
dollars is an average volume of work. From the figures contained 
in the reoort of the Messrs. Si.wpson and Riddell and Common, i> 
appears that the average profit of the yards for the tnree years 
preceding their purchase by the United States Shipbuilding Company 
did not exceed ten ver cent. Upon this basis the average annual 
orofit derived from the yards, on the basis of the capacity above 
stated, would not exceed a million four hundred thousand dollars. 


EARNINGS FOR THE YEAR ENDING AUGUST 1, 1903 


This basis, however, is no guide to the actual earnings of the 
constituent companies. After being in operation for one year under 
the control of the United States Shipbuilding Company, the earnings 
of the constituent companies, exclusive of the Bethlehemn Steel 
Company, instead of being $2,225,000, as alleged by the Directors, 
or $1,400,000, as figured on the above basis of ten per cent, did 
not exceed $833,458.74, as appears from "Schedule 5," hereto 
annexed and nade a vart hereof. 


It has beensuggested that the poor showing in regard to. earn- 
ings is due to the increased cost of labor and material durigg the 
past year. It is true that the cost of labor was greater during the 
past year then the previous years, and that there were some losses 
occasioned by strikes; but it is also true that, by reason of the 
combination of all the yards under one management and the attempted 
control thereof by the United States Shipbuilding Company, there 
should have been a great reduction in the management expenses. This 
reduction in expense, however, did not come to pass, and one reason 
for it may be found upon an examination of the offer of Young, above 
set forth. In this offer it will be found that in the case of the 
Union Iron Works, Eastern Shipbuilding Company, Samuel L. Moore & 
Sons! Company, Bath Iron Works, and the Hyde Windlass Company, it 
was provided that the United States Shipbuilding Coupany should 
enter into contracts with certain persons therein named for upwards 
of five years at salaries, in many instances, greater tnan the 
earnings of the subsidiary company would warrant. The acceptance of 
this offer, therefore, with these conditions ‘imposed, not only re- 
duced the earnings of the subsidiary companies, but left the officers 
in charge thereof practically free from interference by the Board 
of Directors of the United States Shipouilding Ooupany for a period 
of five years, a fact that must necessarily have had considerable 
influence upon the management and earnings of the individual plants. 
This fact, however, does not wholly explain the failure of the earn- 
ings of thé constituent companies to reach the amount of earnings 
estimated in the preliminary reports. The real reason why the 
earnings fell below the anticipated profits was because previous 
alleged earnings had been figured upon a percentage of completion 
of contracts, which percentage in many instances was erroneous. For 
instance, in the case of the torpedo boats "Nicholson" and "O'Brien," 
it was stated thit these boats were fully completed. As a matter 
of fact there was subsequently expended thereon the sum of $56,271.04, 
and it is estimated that upwards of $20,000 is still needed to com- 
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plete these boats. Your Receiver, therefore, respectfully submits 
that the method of arriving at profits earned previous to the com- 
bination was practically worthless for the purpose of ascertaining 
accurate results, and led to the inaccuracies in the estimates for 
the future. 


BETHLEHEM STEEL COMPANY 


In regard to the Bethlehem Steel Company, the minutes of the 
Board of Directors with reference to the offer of the said Young, 
recite that an investization of the affairs of that company dis- 
closes that it was earning at the rate of $1,800,000 a year, and 
that it had a working capital of over $4,000,000. For tne two 
years oreceding the adoption of the resolution in question by the 
directors the earnings of the Bethlehem Steel Company for the fiscal 
year ending the thirtieth day of April were as follows: 
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From these figures, as to the: earnings of the Bethlehem Steel 
Comoany, which are made up from the report submitted by the Bethle- 
hem Steel Company, it apoears that the earnings of that compeny at 
the time of the adoption of the resolution were much below the 
amount alleged in the minutes of the Board of Directors of tne United 
States Shipbuilding Cowpany, and that there was then no justifica- 
tion for the use of such figures. 


It also appears that the working capital of the Bethlehem 
Steel Company at the closé of their fiscal year on the thirtieth 
day of April, nineteen hundred and two, was not over $4,000,000, | 
rie was at least $250,000 less than such amount, as hereinafter set 

orth. 


WORKING CAPITAL 


From the report of Messrs. Simoson and Riddell and Common, as 
of July 3lst, 1902, not jade, however, until after the properties 
had been acquired and paid for, it appeals that the working capital 
of the constituent companies, exclusive of the Bethlehen Steel 
Company, was $3,278,798.48. The figures making up this total were 
subsequently found to be excessive in the casé of nearly every 
company, the shrinkage amounting to $1,450,367.41, so that the 
working capital of the constituent companies was but $1,828,431.07, 
as appears from the statement hereto annexed, marked "Schedule No.6) 
and made a part hereof. From the statement hereto annexed, marked 
"Schedule No. 7," and made a part nereof, it appears that with the 
exception of the Union Iron Works, the subsidiary companies, taken 
together, had absolutely no working capita; but on the contrary 
their liabilities exceeded their resources in the sum of $294,719.33. 
By reference to this schedule it appears that the following was the 
condition of said companies at the time of their purchase; 
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SURPLUS 


Eastern Shipbuilding Company «..... +. .$1,391.34 
189,453.05 


Hyde Windlass Compan Ace We het Met oe ee 2 ‘ 
: . $190 , 844.40 
Net Deficit being excess of Liabilities over Assets $294,719.33 


From an examination of "Schedules 6 and 7," it will apoear that 
the alleged working capital was orovided largely by the Union Iron 
Works, with slight help from the Uyde Windlass Co.upany and the 
Eastern Shipbuilding Company. 


The ae.sount of Accounts Payable and Notes Payable of tne 
different companies at the time of their purchase by the United 
States Shipbuilding Company was $2,334,987,64. Of this amount 
$2,192,145.98 was owing by the subsidiary shipbuilding companies 
other than the Union Iron Works, as appears from said "Schedule 
No. 7." As the printipal part of tne alleged working canital 
above mentioned was confined to Union Iron Works, it will appear 
that so far »s the remaining compahies are concerned, when taken 
over by the United States Shipbuilding Comoany, they not only had 
no working capital, taken collectively, but were in immediate need 
of financial assistance. ‘ 


From the foregoing facts, viewed not only in the light of sub- 
sequent developments, but also from the figures obtainable at the 
time of the incorporation of the United States Shipbuilding Company, 
it appears to have been the intention of those responsivle for the 
statements and figures alleged to have been relied upon to mislead 
and deceive the investing »ublic and the then present and future 


‘creditors of the Company. 


PROSPECTUS 


In this connection, your Receiver begs to refer to the oro- 
spectus issued to the public, with a view to inducing subscrintions 
for the bonds of the United States Shipbuilding Company,under date 
of June 14, 1902. This prospectus seeks to invite the public to 
subscribe for nine millions of dollars of tne first inortgage 5 
per cent sinking fund gold bonds of the United States Shipbuilding 
Coswoany. It recites that the United States Shipbuilding Company 
"has been organized under the laws of the State of New Jersey." 

It implies that the total capital stock of the Company is twenty 
millions of dollars, $10,000,000 of which is preferred and $10, 000,- 
000 common. It sets out a list of the directors of the United 
States Shipbuilding Company, numbering ten in all. It recites 

that the subsidiary plants of the Company, exclusive of tne Bethle- 
hem Steel Company, have been appraised as going concerns at twenty 
millions of dollars; that these companies would have a combined 
working capital of sore than five million of dollars; that they 

have on hand contracts for work amounting to more than $36,000,000, 
on which the profits were estimated at over $5,000,000. 


Waiving for the present all discussion as to the value of the 
plants as going concerns, a comparison of this prospectus with the 
facts disclose the following false and misleading statements: 

1. At tne date of this prospectus the United States Shipbuilding 
Company had not been incorporated. 

2. Its capital stock was never. Twenty Millions. Originally it was 
Three Thousand Dollars; which amount ws subsequently increased 
to Forty-five Millions. 
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3. Six of the ten persons wentioned as directors in the »rospectus 
were not directors of the couoany, and never have been. 

4. The amount of contracts on hand did not exceed $36,000,000, 
their face value being $34,182,961.94, but of this amount a profit 
was available only on the uncojapleted portion of the contracts, 
which profit, as heretofore shown, will not exceed $1,078,361.42, 
and will take tnree years to earn. 

5. These companies did not have a working cavital of wore than $5,000; 
000; tne figures of the accountants show only a working caoital 
of $3,278, 798.48. This working capital, however, was almost 
Obliterated by subsequent adjustment, as hereinbefore set forth. 

S. The statement that the profits on contract work in hand would 
be $5,000,000 was undeniably false. If it is claimed that the 
profit was estimated on the entire amount of $36,000,000, the 
answer to this is that, admitting there was $36,000,000 worth of 
contracts (which was not true), the utmost profit that could be 
looked for, according to the figures of the accountants, was 
$3,600,000. Whem tais prospectus was issued, the pversons who were 
responsible for it must have deliberately disregarded figures 
Waich would have shown that the amount of work still to be done 
on the contracts was but $20,605,639.74, instead of $36,000,000, 
and that upon such uncompleted work a liberal estimate would 
have placed the earnings -t only a trifle over $2,000,000. 


VALUE OF THE PLANTS 
The net surplus of the verious constituent companies, imnluding 
their plants, according to the statement of the account nts, as 
shown by the books of said companies, were on the 3lst day of July, 
1902, as follows: 
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; For this property the directors of the United States Shipouild- 
ing Company parted with the following obligations of that co:ivany; 


Preferred stock of the U.SsSs Gov s . «20 4,09;,998;500 
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There was returned to the company, however, the following cash 
and securities: . 
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Cash ofecen Sere lst ge pomhsu,- GR, 890, 000 
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Total bonds and stock paid by Shipbuilding company's F 
directors for the sudsidiary plants. . $67 ,99'7,000.00 


In connection with the purchase of the Canda Manufacturing 
Company, $1,100,000 of the cash and securities of the United States 
Shipbuilding Cojvoany were parted with. The Canda company gave up 
nothing exceot its lands and buildings, its good will, if any, and 
“practically all of its machinery being retained by the vendors. The 
above estimuated value of $300,000 is undoubtedly greatly in excess 
of its true value. No use has ever been made of this plant, and 
none was aoperently contemplated when it was ourchased. After its 
puroLase the directors of the United States Shipbuilding Co.ipany 
caused an inquiry to be made with a view to ascertaining whetner 
it could be put to any use, 7nd an adverse renort wos made. (See 
minutes of the directors.) Why this property was purchased at all 
is not apparent. 


Viewing the acquisition of the properties from the standpoint 
of the surplus and plant values, as disclosed by the books of the 
companies, the directors appear to have made a gift of upwards of 
$55,000,000 worth of stock and bonds of the United States Shipbuild- 
ing Company entrusted to their care. 


It may be clained, however, that the book values give no adequate 
idea of the real velue of the plants as going concerns, 2nd 
that the earnings of the plants should be teken into account 
in ascertaining such value. With reference to this matter, 
the minutes of the directors recite that the constituent 
companies, exclusive of the Bethlehem Steel Company, had an 
Peeeie@eeGaUeGi iy. SONAL ly Of 2 we ee ew et we 65 $8, 325,000 M 
and that the Bethlehem Steel Company was earning... ._1,800,0M.0 
Merene 2 total) Sarning Capacity OL p.cdis, 2 «eye ol op ce 04,005, 0000 


This statement was false, and must have been known to be so at 
the time the plants above mentioned were taken over. It can serve 
no useful purpose, therefore, in estaolishing value from the s tand- 
point of earning capacity. In this connection the earnings of the 
past year are presented for consideration: 


The earnings of all the companies for the year ending July 
Slst, 1903, were as follows: 


Wee CRU en TON. gk ev ge ose eum eae ee wie 1 BOR, 450674 
Bethlehem Steel Coiupany (net earnings) after deducting 
interest on underlying mortgages, discounts, and depre- 
es > elses yO) » OU) 


Ciation Ae! ee ie ao es tia Ae a 
TOTAL: .. Ae eh ee ee Rs 8. yy ows ER pa ae aw Oe $2,495,989.54 


A word of explanation with reference to tne carnings of the 
subsidiary shipbuilding cowpanies. These earnings, as to continu- 
ing contracts, ore arrived at as follows: An estimate is made of 
the proportion of the contract completed. If this proportion should 
represent 50 per cent of the entire contract, and the actusl cost 
of such percentage should be found to be 10 per cent less tnan the 
proportion of the entire contract price then earned, the orofit, 
when such estimate is made, is put dom at a figure which w 11 repre- 
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sent 10 per Spots of such earned proportion of the contract vrice. 
Frequently this method of arriving at profits is found to be erron- 
cous. The eniceriees ge of coupletion is found to have been placed 
too high,. and as 2 consequence, the profits on the entire contract 
are reduced much below the estiaate, and, in many cases, entirely 
wiped out and a loss sustained. 


With reference to the Bethlehem Steel Company, a different 
method orevails. Ths method of the latter conomy is to ke 
profits only upon deliveries, 2nd not to estisate earnings as the 
work progresses. By this method the actual profits may be arrived 
at. 


Assuming, however, that the earnings of the constituent coii- 
oanies are correctly set forth above (and in tne case of Bethle- 
hem they are not understated), of what use are such earnings for 
the purpose of establishing values unless they are available oy 
the United States Shipbuilding Company? 


These companies clai.u to have earned $2,495,989.54, but the 

United States Shipbuilding Company nas been oenefited to 

the extent only of a trifle over twelve ver cent of tunis 

amount. Of tnese alleged earnings the constituent companies 

have paid during the eleven months ending July 1, 1903, to 

the United States Shipbuilding Company... . $60,754.23 
The Bethlehem Steel Comvany, for the purpose of meeting 

the semi-annual interest on the $10,000,000 mortgage . _850,000,00 
As ota Bares eR oe ae ae A ee er $310,754.23 


Of the $833,458.74 alleged to have been earned by the 
Shipbuilding companies, there has been expended for new 


machinery . Le $165,066.38 
Of the earnings of Bethlehen company there was expended for 

plant betterment ey ’ Pde: 683,570.24 
There was paid by all of the Companies to “the ‘United States 

Shipbuilding Comoanies, as above stated 510, 754.23 


Teen ee ee ee ie wed a le Ly LOU LOU oOo 


The balance of the earnings (considering the above amount as 
having been earned) amounting to the sum of $1,336, 798.69, was 
retained by the companies. By reason of the unsafe method of 
ascertaining the profits of the shipbuilding companies, it is extrene- 
ly doubtful whether they have earned any such amount as above set 
forth. It is true, however, assuming that their earnings have been 
as above inentioned, that their financial condition has not been 
such as to warrant them in withdrawing any considerable sum fmm 
their assets for payment to the United States Shipbuilding Company. 


The utwost that they could do during the past year was a 
trifle over seven per cent of the a.iount claimed by them to have 
been earned. The Bethlehem company, during the past year, insisted 
that no sum in excess of the $250,000 paid by them to meet the 
intcrest on the $10,000,000 instrument, known as the Scawab 
nortga age, could be withdrawn from their assets for vayment to the 
United States Shipouilding Company; or, in other words, that 
about fifteen per cent of their entire earnings was the best tney 

could do for the United States Shipbuilding Company. Concerning 
the earnings of the Bethlehem, your Receiver will deal at length 
elsewhere in this report, but it may be said here that Bethlehem 
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deliberately used up its earnings in making enormous purchases of 
naterial for its own benefit, end in extensions, improvements, 
and repairs, in order apparently to keep its earnings from the 
United States Shipbuilding Company. 


On the basis of what the United States Shipbuilding Compzny 
received from all the companies last year, there would be sufficient 
income only to weet the interest, at five per cent, on an invest- 
ment of a trifle over $6,000,000. It may be insisted taat tais 
is not the best the comoanics can do, and thercfore this amount 
should not be taken as a guide in establishing the value of the 
Plants. Your Receiver is satisfied that it is not the best the 
companies can do, especially in the osse of Bethlehem, It is cer- 
tain that better returns would have been received from the consti- 
tuent cotipanies if they had been brought within closer reach of the 
central co..cany, and if officers had been olaced in charge who unzd 
looked to the interests of the central organization and not wholly 
to the betterment of the constituent compzonics. It is undoubtedly 
true that the fastening upon the constituent companies of certain 
officials, at fixed salaries, and for a long term of years, 
practically beyond the reach of the central organization, has 
naterially prevented the United States Shipouilding Company frou 
obtaining the best results from its properties. In the case of 
the Bethlehem, a Board of Directors having the welfare of tne 
United States Shipbuilding Company at heart,rather than its de- 
struction, would have conduced much to the gain of the latter company. 
With these defects in management removed, the earning capacity of 
all the companies, so far as the United States Shipbuilding Company 
is concerned, would be greatly enhanced. 


At the end of eleven months of operation, the United States 
Shipouilding Company was adjudged insolvent and a receiver appointed. 
This was due either to the fact that the earnings were insufficient 
to meet its obligations, or because thoseearnings were improperly 
diverted. Your Receiver will hereinafter discuss this natter, but 
under this head he respectfully submits that the earnings of the 
several companies during the past year may not safely be used for 
the purpose of establishing the value of the plants. 


EXCESSIVE PRICE PAID FOR PLANTS 


Considering the value of the plants, therefore, either from 
the standpoint of the oooks, or the earning caoacity of the com— 
panies, and allowing for an incr ase in earnings in the future, it 
is evident that the accommodating directors of the United States 
Shipbuilding Coupany, in acquiring these properties, deliberately 
gave away many million dollars in the stock and bonds of their 
Comoany. 


Who participated in this wholesale plunder? The testimony 
now being taken in the above entitled proceedings will doubtless 
disclose the name of all the participants; but as such testimony 
will be submitted to this Court for action, your Receiver does not 
deem it proper to comment upon it here. Certain it is tnat much of 
this vast amount of stock and bonds was taken by persons and 
corporations who parted with little or no consideration in exchange 
therefor. Blocks of the stock went to the vendors of the consti- 
tuent plants and to the purchasers of bonds, as bonus, absolutely 
without benefit to the Company; $20,000,000 of it admittedly went 
to wr. Charles M. Schwab in addition to the agreed price for 
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Bethlehem. Some of it went to tne oromoters of tnis artistic 
swindle; and when all had been provided for, wnat was left of the 
bonds, amounting to $1,500,000, was handed back to the Company 
ostensibly to supply it with "working capital." 


From the foregoing statement as to values, it is apparent that 
tne $24,500,000 of bonds given up by the directors was an excessive 
price for all the plants purchased. Your Receiver is advised 
that as to the $44,997,000 of the oreferred and common stock 
handed over by the directors to the vendors and proxioters of this 
scheme, it cannot successfully be maintained that any value was paid 
therefor. Treating the issue of bonds, therefore, as full vayment 
for the properties (and in so doing the Shipbuilding company alone 
is being injured), it follows that the vendors and promoters and 
their associates in the transfer and conveyance of the various 
plants to the United States Shipbuilding Company, by the acceptance 
of tnis $44,997,000 of the capital stock of the Shipbuilding company, 
without paying value therefor, became liable thereon to said cor- 
poration, by virtue of the provisions of section 21 of an act of 
the Legislature of the State of New Jersey, entitled an act concern- 
ing corporations (Revision of 1896). The United States Shipbuilding 
Company was entitled to recover such indebtedness from the holders 
of such stock and your Receiver is advised that he is entitled to 
enforce the same. Accordingly, vour Receiver has offset against 
the sum alleged to be due on tne $10,000,000 wortgage to the New 
York Security and Trust Co.apany as trustee, to protect the issue of 
bonds to Charles M. Schwab, the liability of the said Charles M. 
Schwab on the $20,000,000 of stock received by him as aforesaid, 
and has interposed an answer in the suit by said trustee to fore- 
close the mortgage given as security for said bonds, claiming that 
by virtue of said offset the total issue of said bonds has been fully 
paid and satisfied. As to the issue of the bonds under the 
Mortgage for $16,000,000 made to the Mercantile Trust Company, your 
Receiver charges that many of seid bonds were received oy the vendors 
and promoters and their transferees, and were issued by said 
Mercantile Trust Company, with full knowledge of the right of the 
United States Shipbuilding Cowpany to be prid for the common and 
preferred stock taken by s2id vendors and other holders of said bonds 
without value, and as to all bonds secured by said mortgage so 
received, your Receiver has offset against the amount alleged to 
be due thereon, the liability of the holders thereof on the common 
and preferred stock so received by them, or their transferrers, and 
has interposed an answer in the suit instituted by the Mercanthle 
Trust Company to foreclose said mortgage, claiming that by virtue 
of such offset the total issue of ssid bonds, or the principal 
part thereof, has been fully paid and satisfied. 


CULPABILITY OF THE UNITED STATES SHIPBUILDING COMPANY's DIRECTORS 
AND OTHERS 


; Your Receiver has spoken of the directors of the United States 
Shipbuilding Company as if they were wholly responsible for vart- 
inging with many million dollars in the stocks and bonds of the 
United States Shipbuilding Company witnout value. The directors who 
were guilty of this act are responsible and shouH be held account- 
able for their unlawful act; but they are not alone responsible. 

In the first place, they were not bona-fide holders of the stock 

of the United States Shipbuilding Co.ipany. They were clerks 
selected by the promoters of this scheme from the Corporation 

Trust Company. They took an assignnent of a subdscriptive right to 

a share of stock, and upon the strength of this alleged subscription 
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they dealt with the property of the United States Shipbuilding 
Comoany in the manner above recited. These young men were mere 
figureheads, placed in this position in order that the scneme 

of others might be carried into effect. This scheme was placed 
before them by its instigators, through the medium of an alleged 
offer of John W. Young, and the so-called directors in confornity 
with their instructions, and, witsout the aoility or the knowledge 
to pass upon the matters therein contained, proceeded to do as they 
were told. Your Receiver charges that the properties of the various 
constituent companies were sold to the United States Shipbuiiding 
Company for an amount which the vendors of such properties, at the 
time of such sele, knew to be far in excess of the fair value of 
said plants; and tnat the plan to cowbine such wroperties was con- 
ceived by certain oromoters and was consummated oy thea with full 
knowledge of its injustice to the United States Shipbuilding 
Comoany. 


Your Receiver begs to direct the attention of the Court to the 
fact that in the ourcnase of the various constituent co.ipanies, 
the United States Shipbuilding Company was absobutely without in- 
dependent end intelligent representation. No inspection of the 
eroverties was made on benalf of the Shipbuilding co.oany. No 
independent appraisement was had. Wo steps seem to nave been 
taken by any cne with a view to vrotecting the interests of the 
United States Shipbuilding Company. The directors who purported 
to act for the Company were the tools of the promoters; the 
debts of the constituent companies, aggregating $2,334,987.64, 
seem to have been nurvosely withheld, and the bonds and stock of 
the United States Shipbuilding Cowoany were placed wholly at the 
mercy of the vendors and prouwoters. 


OPERATION OF THE UNITED STATES SUYIPBUILDING COMPANY 


Unér such auspices the United States Shipbuilding Co.»vany began 
operations. On paper the constituent companies had a working capital 
in excess of $3,000,000, vet offices had hardly been secured by the 
United States Shipbuilding Comoany before the latter coilupany was 
compelled to assist the constituent companies to pay their debts. 

he alleged working cavital of tae constituent companies existed 
on oaper only. It was made to apvear:as availaole caoital in order 
that the s-le might be consummated. Aftzr such sale there was no 
longer any necessity for the continuance of this pretence, and ac-— 
cordingly demands for remittances began to pour into the central 
Organization. During the eleven months ending July 1, 1904, the 
United States Shipbuilding Covwpany was cotipelled to advance to the 
constituent companies the sum of $1,019,955.78. Of this amount 
$60,754.23 was returned to the Company, making the net anount 
advanced to the constituent companies $959,201.55. In addition 
to tuis sum it was co.celled to part with $520,000 of the bonds 
which had been placed with it as working capital, for the purpose 
of securing indorsements on promissory notes which the United 
States Shipbuilding Company was required to wake for the accommoda- 
tion of the constituent companies. 


The reason for this has been nerein elsewaere suggested. 
When the various properties were purchased, the debts of such 
companies were not disdosed. Had there been independent, intelli- 
gent representation on the vart of the United States Shipbuilding 
Comoany in connection with the acquisition of these properties, it 
would have been discovered that the new company was taking over 
$2,334,987.64 of debts, a considerable part of which called for 
immediate attention. Had there been such representation, it would 
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hove been disclosed that the como*nics had orsactically no working 
capital cxcept such as they wight recsive from taeir vendee, and 
with this knowledge the wnolesnle delivery of bonds and stocks of 
the United States Shipbuilding Coupany would undoubtedly have been 
averted. But there was no one in that transaction to protect the 
interest of the new cous 7ny, snd 21s a consequence it was hot Only 
made to pay excessive orices for the property purchased, but ooliga- 
tions were assumed by reason of this vast auwount of debt that 
practically exhausted the resources of its treasury. 


While the bills of sale from the various constituent companies 
purported to transfer all the personal property of such companies 
to the United States Shipbuilding Company, including their cash, 
amounting to the sum of $389,317.57 (exclusive of Bethlehem) , 
this amount was retained by the various companies when the leases 
above mentioned ware made, and no benefit therefrom was ever 
received by the United States Shipbuilding Company, except the 
doubtful one of allowing this amount to help swell the alleged 
working capital of the constituent comoanies. 


The United States Shipbuilding Company was not fairly organ- 
ized until some time in September, 1902. On the 24th day of 
December, 1902, with a view to inducing the New York Stock Exchange 
to list the entire stock and bond issue of the Company, amounting 
to $69,500,000, a stateuwent was made to such exchange, over the 
signature of A. CO. Gary, treasurer of the United States Shipbuild- 
ing Company. This statement recites that theearnings of tne sub- 
sidiary companies, exclusive of the Bethlehem Steel Comoany, for the 
year ending June 30, 19023, amounted to the sum of $1,942 ,522.03 
and that the net earnings of the Bethlehem Steel Company for 
twelve nowt hs ending July 31, 1902, amounted to the sum of $1,441,- 
208.03. “ithout taking time to controvert this statement, which 
was clearly erroneous, and which, upon a voroper examination, would 
have been shown to be so, an 2llezation appears in this statement of 
fer more serious import. It is therein alleged that the net carn- 
ings of the United States Shipbuilding Company and the Bethlehem 
Steel Company for the three months ending November 30, 1902, 
suounted to the sum of $1,163,022.23. Of this amount the United 
States Shipbuilding Company was said to have earned up to that time 
$554,021.45, and the portion earned by the Bethlehen Steel Company 
was placed at $609,000.77. These earnings were said to be net; 
but in the case of the Bethlehem Steel Company no allowance was 
made therein for depreciation, and, furthermore, such earnings con- 
stituted no basis for averaging the annual profit, as the later 
report of the Bethlehem Steel Company shows. In the case of the 
United States Shipoduilding Comp2ny, the earnings existed on paper 
only,’ as eppears from subsequent revorts. Your Receiver believes 
that the officials of the United States Shipbuilding Comoany did 
not know thet erroneous reports were being made to them by the con 
stituent companies, but their action was at least injudicious in 
so wording the statement to the Stock Exchange as to impel the 
inference that the earnings of the United States Shipbuilding Company 
up to the 30th day of November, 1902, were avnilsocle for the our- 
pose of meeting the accrued interest and sinking fund payment on 
©1l1 bonds of the company for that quarter, for during the very 
time within which the alleged earnings of $554,021.45 had been made 
by the subsidiary cowprnies, and which the statement infers were 
aveilable for the payment of all accrued interest and sinking fund 
charges, they had been compelled to advance in cash to the con- 
stituent companies the sum of $424,467.59. 
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In this scowing the annlicntion to list the sccuritvics 

wags granted by tae New York Stock Excuinge on January 14th, 1903. 
A little over four uionths later, on the s5th dry of May, 1903, 

5 statenent was issucd to the ouplic euoodying » plan for tae re- 
org*nization of tne United States Shipouilding Coupsny uoon 42 
basis that vould ennrble it to exist. This proposed plan of re- 
organization stated thot "by reason of the excessive mortgage 
obligations of tho United Statce Shipbuilding Comvany, its borrow- 
ing capacity and credit hrs become so soriously affected tant out- 
standing notes are being pressed for onyment and the making of 
further loans is rendered impossi de," and recommended tnat the 
Compeny should be reorg7nized u.on a d1sSis of almost 40 per cent 
less thon vas originnlly considered the foir value of the plants. 
If other evidence taan the figures above sct forth be needed to 
prove tazt vendors and promoters of this schome sought to secure 
stocks and vonds of the United States Shipbuilding Compxny without 
consideration, it is supplied by this proposed Plan of Reorganiza- 
tion, which practically states tnat the Company is unable to pay 
interest on a greater capitalization and bond issue than $43,000,000, 
an aiount $1,487,000 less than the capitel of the United States 
Shipbuilding Company distributed in connection with the purcnase of 
the properties, to say nothing of the bond issues of $24,500,000. 


CAUSES OF FAILURE 


Wheat rere the causes of failure of the United States Shipbuild- 
ing Couwoany? One of such causes was tos fact taat tae directors 
parted vith bonds to an amount upon waich it was. i.possivle to meet 
the’ interest. The failure, nowever, was precipitated, if not direct- 
ly brovgnt sbout, by the fact that in the Bethlehem transaction tne 
United States Shipbuilding Couowny officers had to deal with veople 
who, wnile thoroughly understending the intricacies of "higher financd, 
seened to have overlooked the requirements of common fairness. In 
speaking of plant values clsewnere in this report, tne Bethicnem 
property has been dealt with as thouga it aad been purchased by the 
United States Shipbuilding Co.woany, but an examination of the trans- 
action will show that it was otherwise. While the agresd orice for 
the Betnlehem coupany was $9,000,000, to be paid for oy an issue of 
$10,000,000 of bonds at 90, the directors of the United States 
Shiobuilding counany, uoon request, handed over to Mr. Charles iM. 
Schwad an additional ruount of $30,000,000 in the cowuon and preferred 
stock of the United States Shipbuilding Co.woany. As tauie $20,000,000 
of stock would not be sufficient to give ar. Schwab tae control of 
the United States Shipbuilding Comoany, tnere was inserted in the 
mortgage given to secure nis $10,000,000 of bonds, a provision that 
such bonds should nave a voting power equal to $10,000,000 of stock. 
Ae tre total issue of stock of tne United States Shipouilding 
Co.oany was but $45,000,000, the $30,000,000 voting cower thus given 
to Ar. Scuwao was sufficient to jussify nia in saying taat ne did not 
ecll vic Bethlenea Steel Co.wwany, but took over the United States 
Shipovilding Co.npany, the directors of taat Co.vany giving hin 
$30,000,000 in stock and vonds for taking it off their nands. 


In this deal Mr. Schwab oarted witn nothing. In tne sale of 
the otser constituent couipanies, tne real and personal oroperty, as 
well as gacir capital stock, were transferred to tne United States 
Shipouilding Co.oany by the necessary deeds, bills of sale, and 
assignments. But in the case of Bethlehem, Mr. Schwab permitted to 
be given up only its c»pitel stock, and this he did in such manner 
as to place it beyond the control of tne Shipbuilding comoany. If 
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interests friendly to the United States Shipbuilding Oomoany haa con- 
trolled this stock, it vould have been able to reach tac enxrnings 
of the Bethlehcea Steel Coupony tarough a friendly Board of Directors; 
but in the $10,000,000 worteage it was provided tnat tac Trustee shoulc 
designate tnree of such directors, and tne United Siates Snipbduild- 
ing Company should designate four. As Mr. Schwab controlled tne 
United States Shipduilding Co.woany, by reason of his aforeszid sajor- 
ity of stock, and as the Trustee was of his own selection, the 
United States Shipbuilding Co.oany was aosolutely at the «sercy of 
Mr. Schwao. His advisers, nowever, in evident fear that sosweétning 
had been overlooked, caused the United States Shipbuilding Company 
to execute a contrect wherein it agreed and guaranteed that so ong 
as any part of the $10,000,000 issue of bonds aoove referred to should 
be outstanding and unpaid, the Bethlehem company should oay dividends 
on its entire outstanding capital stock at the rate of not less than 
Six per cent ver annum, and for the purpose of waking such poynents 
the Shipbuilding company agreed that tne Bethlenem company saculd 
earn, over end above its operating expenses and fixed charges (in- 
cluding interest on its bonds and taxes), and over and aoove the 
working cxpital of $4,000,000 tuerein provided for, a sum sufficient 
to make such annucl dividend disbursements; and, in the event of the 
failure of the Bethlehem company earning sufficient to oay such 
dividend at the rate of six per cent, tnen the United States Ship- 
building Compeny was to vay to the Bethlehen couwoany, on dewand, a 
sum sufficient to wake such annual dividend disoursements, The Ship- 
building company further agreed to supply the Bethlehem compoany with 
all sucs orders, contracts, work and earning capacity as should be 
necescary to enable it to earn and pay the annual dividends 200ve 
mentioned. Was ever sucn another agreeient, so apparently narimless, 
yet so ruinous, conceived by the wind of man? On its face it was 
Simoly an agreement to the effect tnot if sufficient earnings were 
not made oy tne Bethlehem to oay a dividend of 6 der cent on its 
capital stock, the United States Shipbuilding Comvany would advance 
such sum. This agreement was an absurd arrangement, in view of the 
fact that the United States Shipbuilding Compzny was the nominal 
owner of this stock,and as such was entitled to its dividends; 
nevertheless the United States Shipbuilding Co.uwany was sade to 
agree in éffect that if it wonted dividends from Bethlehem it should 
contribute the means to enable the payment of sucn dividends. An 
excuse for the United States Shipbuilding Company officizls entering 
into suci an agreement wight be found in tne supposition that they 
aay have believed that as they hed the rignt to designate four of 
the seven directors of the Bethlehem Steel Co.ipany, they would be 
able to control the earnings of that company, and tne agreement ebove 
mentioned wight: becotie inoperative. Such « belief, nowever, nad no 
substantial foundation, for, as peretofore stated, the control both 
of the Bethlehem and the United States Shipbuilding Co.wo71ny was 
vested in Mr. Schwab. Your Recetver will not attempt to advance 
any reason why tne latter thought it necessary to take any such 
agreement in view of the fact th-t he had previously thereto odtained 
a control of the Shipouildings comoany that would enable him 2t any 
moment to throttle it. As if the foregoing provisions in said agree- 
ment were not sufficient, the United States Shipbuilding Couortny 
was further made to agree that in the event tast the working capital 
of the Bethlehem Steel Company should at any time fall below $4,000,- 
000, the United States Shipbuilding Cowoany would, uoon demand, 

wake up such sum as might be necessary to bring the working capital 
up to that figure. The agreement contains other provisions, 211 
operating against the United States Shipbuilding Couisany, but 

enough nas oeen referred to to show that in signing it the United 
States Shipbuilding Cozapany had lost all chance of cver reacning the 
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earnings of the Bethlehom Stecl Co.wsany. For, assuming that wr. 
Schwab's directors of the United States Shipbuilding Comoany snould 
demand of Hr. Scnowab's directors of the Bcthlenem Steel Comoany that 
a dividend be declared from the carsings of the latter couonrny, 

Mr. Schwreb'!s directors of the Bethlehsma.Stcel Cosoany could always 
reply (as they did when demand was nade) that it was not considered 
wise to declare 2 dividond at that tine. 


InsAprel, 4706, it became aApoarent that unless funds were ad- 
vanced by the Bethlehem Stecl Couoany for taco ourpose of mecting the 
Semi-annusl interest on the first .ortgage bonds due July lst, 

a default in’ the payment thereof would ensue. Notwithstanding the 
urgent need apparent at tnat tie for retrenchuent, 2nd the necessity 
for requiring Bethlehem to set aside some of its l»rge earnings for 
the puroose of meeting the coming interest, tac mxecutize Comuittec 
of the United States Shipbuilding Co..orny, on the 7th day of April, 
1903, adopted a resolution approving 2 report of the president of 
the Bethlehem Stcel Co.wnany with reference to certain iaprovouents 
and extcnsions alleged to have been required at tne works of the 
latter cowp2ny, showing . totrl required expenditure of $3,802,000 
(including $365,000 previously sppropriated). On the 14th day of 
April, 1903, the directors of the United States Shipbuilding Co.soany 
held a meeting, at waicn tise it was sought to approve tne winutes 
of the previous meeting of the Executive Cousittee. On a .otion 

to approve such minutes, Mr. Lewis Nixon, the president of the 
company, stated that he desired to go on record concerning the 
resolutionvoassed, to the effect that in providing for any such ex- 
tensions end imorovements it should be ..ade a condition Of anv suga 
expenditure tnat proper provision should be wade to safeguard the 
amount of $900,000, which wust be declared as a dividend by the 
Bethlehem company, and suggested that provision to that effect be 
added to the authority asked for. Notwithstanding this request of 
Mr. Nixon, the sinutes of the Executive Committee were aporoved by 
the directors. 


Your Receiver is infor.szed, and believes it to be true, that 
thereafter ir. Lewis Nixon repeatedly sought to induce the directors 
of the United States Shipbuilding Company to cooperate with nim in 
compelling the Bethlehem comozsny to pay over some of its earnings 
for the purpose of staving off the isending default of the United 
States Shipbuilding Co...any; but from tne 14th day of April, LPO55 
until tae 22d day of June, 1903, it was impossibdle to obtain a 
quorum either of the Executive Cowmittee or of the directors of 
tie United States Shipbuiliing Coupany. Again, on tne 287th of June, 
while the proceedings were pending in this court for the appointment 
of a Receiver, Mr. Nixon denanded the Betnlehem Steel Co.pany's 
assistance for the ourpose of averting the ispending default, through 
the medium of the following letter: 

New York, June 27th, 1903 
E, M. cIlvain,. Esq., 
President Bethlehem Steel Coupany, 
Souta Bethlehem, Pa.:; ) 


Dear Sir:--The Bethlenem Steel Counany, having earned during 

vear ending August lst, 1903, over and above its operating expenses 
ana fixed charges (including interest on its bonds and taxes), and 
without impairment of its working capital of $4,000,000, a sum 
sufficient to pay a dividend of 6 per cent on its entire present out- 
standing capital stock, I request and desand, in behalf of the United 
States Shipbuilding Company, as owner of all of said capital stock, 
that your company, on or before June 30, 1903, declare a dividend 
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in an amount sufficient to vay a oond interests of $362,500, due July 
lst, 1903, end vay the sace as required oy the terus of tne agree- 
ment of Auzust léta, 1903, between your couoany and the United 
States Shipbuilding Co.upany, and credit tsis uvon the yearly 
dividend on the stock of the Bethlenea Steel Comoany, 4550 000 of 
which has already been declared snd oaid ina similar manner to meet 
the interest on the twenty-year oonds. 


i Yours truly, 
(Signed) LEWIS NIXON, 
President 


No attention was paid to this demand, and tne default followed. 
Had the efforts of liz. Nixon been successful, the subsequent ad- 
judication of insolvency and the adpointuwent of a receiver would 
have been averted. 


Your Receiver considers it his duty to bring to the attention 
of the Gourt the fact that while the Bethlehem company was earning 
upwards of $2,000,000 annually, tnese earnings were being placed 
beyond the reach of the United States Shipbuilding Co.uwwany by the 
making of vast extensions and improvements in the Betnlehem company 
and the vurchesing and ordering of enormous quantities of merchandise, 
with the apparent purpose of bringinz about the destruction of the 
United States Shipbuilding Comoany. 


Further proof in this behalf is supplied by wir. EB. u. ucTivalin, 
President of the Bethlehem Steel Comoany, in his letter to Mr. George 
R. Sheldon, Gaairman of tne Reorganization Comnittee. In tais letter, 
dated the 25th of May, 1903, Mr. MeIlvsin states that during the 
fiscal vear of tne Bethlehem Steel Company ending April 3SOth, 1503, 
the net earnings of iis company were $2,518,264.58. In the third 
paragraph of tais letter he states tnoat for the year beginning May l, 
1903, a conservative estimate of the net earnings of the Bethlehem 
Steel Company would be about $2,250,000 after deducting $517,550 
of earnings for the vurpose of saying interost on the underlying 
mortgages. Of this amount of earnings, he states, in the fourth 
paragraph of his letter, tnat he feels confident that taere could 
be witndrawn for distribution (for dividends) the sum of $1,200,000. 
During the year within which Mr. McIlvain says the net earnings 
of the Bethlehem Steel Company were $2,518,264.58, tne utmost that 


the Bethlehem Steel Canmny could be induced to zive up to the United 


States Shipbuilding Co.woany was $250,000. But in presenting the 

watter to the oubdlic, through the .edium of the Reorganization 
Comnittee, and with a view to inducing the acceptance ofa plan 

that would further the interests of Mr. Schwab, he states tnat from 
the earnings which are not in excess of the fiscal year ending April 
30, 1903, he would be able to withdraw and pay over to the reorganized 
comoany a sum almost five times as much as his company was aole to 

do when there was the utmost need for its greatest contrioution. 

Your Receiver is unwilling to believe that Mr. MeIlvain would deliber- 
ately make a false statement in this connection. He is also willing 
to accept his statemsent that the Betilehem comoany would be aole 

to withdraw from its current assets the sum of $1,200,000 for dis- 
tribution during the year beginning May 1, 1903, but in accepting 

tais statement and considering it in connection with the fact tnat 

all Bethlehem would advance during tne vast year wes $250,000, and 
bearing in mind that the major part of tne improvements and exten— 
sions above authorized were to be couwnoleted in subsequent years, 

it is difficult to draw any other conclusion than that the earnings 
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of Bethlehem co.panvy during the vast year were deliberately withheld 
for the purpose of wrecking the United States Shipbuilding Co.ioany. 
During the year ending July 31, 1803, Bethlehem expended for addi- 
tion to its ovlant the sum of $663,370.24. In addition to tnhis acount 
it expended for extraordinary end general repairs, during the year 
ending April 30, 190%, according to the report of Price, Waterhouse 
& Co., the sum of $450,000. J[t.increased its material (unfinished 
and finished »roduct and stores) $587,149.16. Its notesoayaole, 
wnich amounted to $350,000 when tne stock of this co.o2ny was 
attemoted to be vurchased by the United States Shivouilding Coupany, 
were reduced $200,000 un to August 1, 1903, and nave since been 
entire ly wiped out, snd finally it reduced its accounts payaolse to 
the extent of $179,468.22. Why such enormous sums should be expended 
for additions, repairs, and waterial at a time when the United 
States Shipbuilding Company was in urgent need of financiel aid can 
be reasonably accounted for only uvon tae theory that it was in con- 
fornity with a deliberate plan to provide a plausible excuse for 
having withheld all dividends when the crash snould come in tne af- 
fairs of the United States Shipbuilding Coumc2anyvy. Some atteupt has 
been wade by Bethlehem to justify its retention of its earnings by 
the statement that its credit had become impaired, and it was there- 
fore necessary to pay cash for supolies, as well as to reduce its 
accounts end cills payaole in order to placate its creditors. The 
alleged cause of the iwmairment of credit was seid to be e sortgage 
for $10,000,000 whicn tae Bethlehen company made to the Colonial 
Trust Company upon its plant and property at the tise of the purchase 
of Betnlehem by the United States Shipbuilding Co.woany. As further 
security to Mr. Schwao for the $10,000,000 of bonds delivered to him 
as the purchase vrice of Bethlenes, the Bethehem Steel Company execut- 
ed to the Colonial Trust Company the .wortgage above referred to to 
secure a bond in the like amount. Your Receiver is adviscd tnat the 
execution and delivery of such bond and sortgage by Betalenem to |. 
secure Mr. Schwab for the ourchase orice of the sale of the stock of 
the Bethlehem was a fraud upon the creditors of said comoany, and 
was otherwise void because of the control of the directors by lir. 
Schwao. In addition thereto, it is evident that the isapairmont of 
credit, if any, which Bethlehem complains of, was the result of its 
own deliberate, unwarranted, and illezval act. Your Receiver submits, 
therefore, that there was no justification for withholding from the 
United States Shipbuilding Comoony the entire earnings of the 
Bethlehem company, and charges that the inaoility of the Snipouild- 
ing co..oany to continue its ousiness was due in lsrge vart to the 
failure of the Bethlehem company to relinouish its earnings. 


At this point your Receiver desires to call the attention of 
the Court to another watter sociewaat small in comparison with the 
enormous and unlawful appropriation of stocks and bonds of the 
United States Shipbuilding Co..pany above wientioned, but of some 
importance in showing the manner with which the Bethlehem Company 
dealt with the United States Shinouilding Comoany. At the time 
of the sale of the Bethlehen Steel Comoany to the United States 
Shipbuilding Cowoany, a statement was wade that the asount of 
inventory was a certain figure. After the sale of the Betalenem com- 
pany to the United States Shipbuilding Coupany, $250,000 of this 
a.ount was charged off by the Bethlehem company, for the purpose of 
adjusting the book value of the inventory with the actual velue waich 
had been placed thereon by the accountants after examination. This 
examination had been made in April, 1902, and the Bethlehem company 
had been instructed at that time to charge off, to adjustment of 
inventory, $609,541.95. Instead of complying with this request, they 
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charged off onlv $359,541.95, and at the tise of the sale of the 
plant to the United States Shipbuilding Coupany the statement sub- 
mitted contained a surolus $250,000 in excess of what Bethlenem knew 


to be the actual eimount. 


Still another matter should be brouzht to the attention of the 
Court. n tne 32d of June, 1903, while proceedings were »ending 
for the apoointment of a receiver of the Shioouilding cousany, ond, 
as it seems to vour Receiver, with a view of forestalling the action 
of the Court, and in contempt thereof, the directors of said Conpany 
adopted a Yesbhetion; as orovided for under wr. Schwad's wortcagce, 
requesting the New York Security Trust Comoany to vote the entire 
shares of the cavital stock of the Bethlehem Stecl Co.isany in favor 
of and for the following voersons, as directors of said Bethlehem 
Steel Comwoany, namely, Be hp MeIlvain, Arcnibald Jonnson, Adolphe E. 
Boric, and Lewis Nixon. Mr.McIlvain was at that time and is now the 
President of the Bethlenen Steel Company; Mr. Borie w’s and is the 
VicePresident of the Bethlehem Steel Company, and Mr. Joanson was 
and is tne Gencral Superintendent of said ere: As the renaining 
directors were selected oy Mr. Schwab's trustee, it is apoarent that 
but one of the seven could be said to reoresent. jnaterests otner than 
those of Mr. Schwab. By this means, if successful, ir. Scaw2d was 
able to vlace the control of Bethlehem beyond the reach of the Court 
for at least another year. 


BETHLEHEM STEEL COMPANY 


From the reports suomitted by the officials of this Coijupany, it 
is evident that during the past year it earned far sore wsoney than 
the necessities of the plant required to be retained there. from 
what is hereinabove set forth, it is also evident that so long as 
the oresent Board of Directors, or a Board subject to present influ- 
ences, shall retain office, no benefit shall ever be permitted to 
escape to the Receivership. Your Receiver is convinced tnat the 
present controlling influence at this plant is wholly nostile to 
the Shipouilding company and its representatives, and your Receiver 
believes, in view of the excessive price paid for its plant, that 
the Shipbuilding cowipany, or its representatives, should be vermitted 
to have at least some voice in its management. At present tnis is 
denied, but your Receiver hopes that such action may be taken as may 
vesul. sednatne removal of the present Board of Directors, ora 
majority of tnem. Your Receiver believes that the weeting of the 
Board of Directors of the United States Shinvouilding Co.pany, held 
on the 320d day of June, 1903, and hereinbefore referred to, at which 
rour directors were designated to represent the United States Ship- 
building Co:pany on the Board of the Bethlehen Steel Co.apany, was 
solely for the ourpose of circumventing any order of this Court which 
might be made in the proceedings then pending; that it was intended 
to hinder and delay the creditors of the United States Shipouilding 
Co.upany and to place this oroverty beyond their control and the 
control of the Receiver to be acopointed, and was otherwise illegal 
and void. Your Receiver believes such Board is deliberately further- 
ing a course at once illegal and greatly injurious to the creditors 
represented by vour Receiver, and accordingly he wakes the recommenda- 
tion concerning this Company hereinafter set forth. 


GENERALLY 


Since the appointment of your Receiver the orincipal office has 
been engaged in legal matters rather than building ships. Accordingly 
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your Receiver found the services of several of the officers and 
subordinates of the Shipbuilding company to be unnecessary, and in 
this connection has reduced expenses upwards of $55,000 a year. 


RECOMMENDATIONS 


Your Receiver respectfully submits the following recommendations: 
1. That in order to avoid depreciation by disuse, and because of the 
existence of controversies as to the validity of the encumbrances 
upon the premises, the Crescent Shipyard be sold free and clear of 
all such encumbrances as soon as the work now in contemplation is 
completed. 


2. That similar action be taken with reference to the plant of the 
Harlan & Hollingsworth Company, Wilmington, Delaware. 


3. That as soon as tne debts of the company shall have been ascer- 
tained suit be instituted against all persons who received tne stock 
of this company without paying full value therefor to recover from 
them such an amount as shall be necessary to vay said debts in full, 
under section 21 of an act of the Legislature of the State of New 
Jersey, entitled, An Act concerning Corporations (Revision of 1896). 


4. That suit be instituted against the Bethlehem Steel Co.pany to 
procure the appointment of a Receiver and to couapel the appropriation 
of the earnings of that company by way of dividends on the stock. 
Respectfully submitted, 
Jaaes Smith, Jr., 


Receiver, United States Shipbduilding Company 


Dated October 31, 1903. 
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THE RELATION OF THE FINANCIAL TRUST COMPANY TO THE INDUSTRIAL 
TRUST 
By L. Walter Sammis 


At the outset I desire, without ony reservation, to emphasize my 
position; namely, that I deal wita this topic in my personal canacity, 
‘and not in sny scnse as representing any other pody or bodies of sen, 
and without in any wise reflecting the views of any one else. 


It is my good fortune to be 2 member of the editorial staff of 
tae New York Sun, but it must be distinctly understood that neither 
the substance nor the language of ay address hans been sudmitted to 
any of my associ2tes, nor is the New York Sun in anywise resvonsible 
for my statements. 


It is equally important that my position shall be clearly under- 
stood as to combinations of capital, commonly called trusts, and also 
as to "trust companies," both actual and nominal. 


Whatever may be said in this address with reference to the uorale 
of the Shipbuilding Trust, must not be understood as defining, or 
even reflecting my attitude towards all cowbinations. I am not an 
‘anti-trust man. I do not take the position that the combination 
movement in itself is bad, or that all couwbinations are necessarily 
wrong or evil-producing in their results, and it is too palpable to 
‘require affirmation, not only that trust companies were originally 
fiduciary institutions, but also that many of them remain so in the 
true sense of the word today. 


Industrial combinations are not the natural result of business 
conditions; neither are tney the pure outgrowth of economic principles. 
Trusts are made, not born. Tney are creatures of invention wnich 
find their origin in the brain of the industrious promoter whose 
inventive faculties are stimulated b: the desire to possess unearned 
wealth. "Necessity is the sother of invention," even as applied to 
the invention of a trust, but the necessity in this case is not the 
necessity created by economic laws, but the necessity of the promoter. 
Trust companies and similar institutions sometimes bear the saizie 
relation to industrial combinations as manufacturers do to tne product 
of the mechanical or scientific inventor's brain. They label it, give 
it place on the market, compensating themselves by getting the largest 
obtainable profit for the least possible risk or responsibility. 


Originally trust companies were strictly fiduciary institutions. 
They partook of the character of the name "Trust." They took charge 
of estates and managed them; they were custodians of mortgages, fiscal 
agents for railroads and other large combinations of capital; they 
attended to all the affairs pertaining tnereto and transacted business 
solely of a fiduciary nature. They were managed with a conservatism 
creditable to our fathers and admired vy ourselves. I am not to be 
misunderstood as seying that none of the old line trust companies 
are in existence. They can be distinguished readily by the character 
of their officers and the kind of business they transact. : 


Modern times, lax, but so-called up-to-date, metaods have per- 
nitted conditions different from those under which the ol3-line com 
oOanies did business. 


me Some of these nethods would shock the ordinary outsider, but 
ligh Finance has a code all its own, fitting the business processes 
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of its adherents, Clastic, plinble ond cnpatls or such construction 
that a finencier is never guilty of an offense so long as tnere 

are no combplzining losers. In the »owerful financial centers some 
operators deny the truta of the axiom taat tio saortest distance. be- 
tween two points is a straignt line. Mathematically the axiou may be 
true, but in High Finance the snortest dis:ance between two ooints is 
the way by waich the greatest amount of ioncy oon be made. Regard- 
lese of the number of crooks and turns tact sre in this line, accord- 
ing to a certain class of High Finance ethics, it is as straignt as 

a string drawn taut. It is my purpose to point out some of the 
ramificctions in one of these so-cxrxlled straigct lines. 


Through the protracted legal proceedings against the United 
States Shipouilding Co:pany, the public has had an opportunity to 
observe the metnods bv which an industrial combination was actually 
financed. 


A vhotograph of how it was done, rather than a tnesis on how 
it should be done, is the result. 


The United States Shipbuilding Company is clained to nave been 
incorporated under the laws of the State of New Jersey oy dummies 
furnisned for the occasion on June 17, 1902, with a subscribed 
capital of $3,000. On July 3d following, the cavitalization was, on 
paper, increased to $45,000,000 in stock and $26,000,000 of bonds. 

On the llth and 12th of August the United States Shipbuilding Company 
ourchased the Union Iron Works, The Bath Iron Works, Limited, The Hyde 
Windlass Cowoany, The Crescent Shipyard Company, The Samuel L. Moore 
& Sons Company, The Eastern Shipouilding Company, The Harlan & 
Hollingsworth Company, the Oarda Manufacturing Company and the capital 
stock of the Bethlehem Steel Comoany, oaying for them $6,000,000 in 
cash, $14,050,000 of »sonds and $28,000,000 of stock. Tne entire 
awount of securities disposed of to acquire these comoanies and to 
orovide $15,000,000 working capital and to pay toe profits of the 
various oersons and institutions concerned in the oronotion anounted, 
at par value, to $69,500,000. For this bouguet of fortunes tne com- 
dination received, besides the reputed casn working capital of 
$1,500,000, constituent companies which, omitting the Bethlehea Steel 
Company, were valued later by co.upetent men at $12,441,518.26. The 
Mercantile Trust Company was custodian of a first .irtgage on the 
plants for $16,000,000 and the New York Security and Trust Couipany 
was custodian of a collateral mortgage of $10,000,000 on the capital 
stock of the Bethlehem Steel Comoany, which was, besides, a second 
mortgage on the Shipbuilding plants. It will be observed that the 
first financial institution having relations with the United States 
Shipouilding Company was the Mercantile Trust Company, the attorneys 
of which were Messrs. Alexander & Green. 


The Trust Comoany of the Republic was then asked to becoiuie 
banker for the issue of the bonds, and it, with the Mercantile 
Trust Comoany, played important parts in the undertaking. The 
Trust Company of the Republic, througn its president, advanced large 
sums of money, much of which was obtained by borrowing on Shipbuild- 
ing securities countersigned by the Mercantile Trust Comoany as 
registrar. When the crash caine the Trust Company of the Republic 
was able to figure uo a cash loss of $982,334. 


With the fall of the United States Shipbuilding Company my story 
has nothing to do. My theme is the methods by which it was established, 
false and insecure as that establishment was, and my story must end 
at the point where it was left to stand alone, for at tnat point it 
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To a full understanding of the matter, it is necess*ry to take 
up the tale at the beginning. 


John W. Young, whose fatner, Brigham Young, succeeded Joseph 
Smith as the head of the Mormon Church, arrived in New York in the 
closing year of the nineteenth century with a theory. He was a 
oromoter who had not met unvarying success in his many vorevious 
ventures, but, like all promoters from Col. Sellers down, he possessed 
the faculty of dreaming dreams and telling thes so convincingly 
that they lost taeir element of unreality and took upon tnemnselves 
the semblance of established facts in the minds of his listeners. 
Young had the idea that it would be a good stroke of business to 
combine the leading shipbuilding industries of the country into one 
gigantic corporation, and had worked out a tieory by which it could 
be done with much vrofit to tne oromoters. 


Young's idea was good, but his .uethod, which he made insepar- 
able from his idea, was bed. But it was spangled wita vrospective 
coins, glittering with possibilities and laden with immense prospective 
fortunes. After many futile attempts, he succeeded in finding a 
group of men who were willing to listen while he exploited sis idea 
and expounded his tneory. These men accented his theory, and adopted 
his method, and, using it as a base, constructed thereon a situation 
ewhica they called a trust, and waich was incorporated under the name 
of tne United States Shipbuilding Company. The theory vas impossible; 


the situation was untenable; the trust, as it was wanufactured, was 


impracticable, and the United States Shipduilding Comoany was insol- 
vent. e 


The financial world was absorbed at that time in creating in- 
dustrial combinations, some of which were either actually bankrupt 
or were on the verge of vsankruptcy; inflating values and watering 
stocks; successfully offering new securities to a public riotously 
eager to buy them, and finally dividing with prowoters and vendors, 
vrofits which, even in that era of inflation, were considered 
enormous. Young knew that his plan was richer in paper »orofits than 
any that nad been brougat to a successful issue, with the possible 
excention of one, and that it nad large fortunes to scatter among 
the men who night assist him to develop it into an accomplished fact, 
so far as obtaining the money of the investor and the soeculator 
for elegantly lithogr>ephed vieces of paper was concerned. He talked 
of it and wrote it on paver; he had it printed in the terms best 
appreciated by financial chieftains--a dollar mark and seven or eight 
figures on the left hand side of the decimal point. But he got no 
real start until he met Lewis Nixon. 


' Mr. Nixon had been a canstructor in the United States Navy, 

but had resigned from the service to engage with the Cramps. Asa 
naval constructor ne designed the Oregon, tne Indiana and the Massa- 
chusetts and these vessels established his reputation as one of the 
ablest shipouilders in the world. Before he met Young he ourchased 
the Crescent Shipyards at Elizabethport, N. J., for about $7,000, 
organized a company, capitalized for $1,120,000, retaining in his own 
name all the stock except so much as was required to qualify 
directors. Young interested Nixon by showing him an option for the 
ourcnase of the Newport News Shipbuilding and Dry Dock Comoany, and 
Tixon Save nim an option on his own olant and agreed to work with 

1lm in torming the vroposed combination, This was the start. Young 
10w had two options and the name and renutation of the greatest ship- 
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builder of tne United States to work witna. 


He had tne co-operation of Col. Jonn J. licCook, a director in 
the Mercantile Trust Company and as well an active partner of the 
law firma of Alexander & Green, counsel for the Mercantile Trust 
Company, counsel for John W. Young, counsel for the United States 
Shipbuilding Co..pany, and acting frou time to time as counsel for 
Nixon and Dresser as the Shipbuilding Syndicate. Col. :icCook, as 
he has told me, becaiie intensely interested in the proposed co.woina- 
GFion and did all he could to accomplisn it. Young occuvied a room 
adjacent to tne offices of Alexender & Green, and Col. McCook and he 
appear to have worked in unison. Options on other shipbuilding 
companies were obtained and the plan was submitted to the onnking 
house of H. W. Poor & Go., on Wall Street, waicn finally consented 
to becowie banker for an issue of vonds and a orospectus was issued. 
The companies which were then to be included in the deal were sub- 
stantially the same as those which finally entered it. The prospectus 
was ready for issue on May 7, 1901, but on this day occurred what is 
known as the Nortnern Pacific Manic, and the pamphlets were not 
distributed. Some say this was because of the panic; otaers that it 
was because no satisfactory report could be obtained of the annual 
earnings of the constituent cowonnies. Whatever the reason, the pro- 
gect fell flst and Poor & Co. did not attempt to revive it. The 
promoters hed 211 their work to do over again. For nearly a vear they 
seem to nave tried unsuccessfully to get other financial houses to 
assume the undertaking. tkeanwhile, they succeeded in renewing some 
of their options. 


On the Slst of March, 1902, the Trust Compsny of the Republic 
opened its doors for business at 346 Broadway. Its capital was $1,- 
000,000, and its surplus $500,000. Tue Trust Co.wpany of tae Reoublic 
proposed to deal wit cotton growers in the Souta wno are accustomed 
to borrowing money at New York leg:l rate of interest »lus a bonus. 
It intended to lend money to the cotton people against crons stored 
in warehouses, at tue legal rate of interest end witnout bonus, and 
to borrow money in the North against these crops 2nd on other 
securities waich it snould accumulate. The opportunities for 2 
large and lucrative business were brizht and alluring. The new 
trust company ond among its organizers and directors men whose 
nanes stood and today stand for strength and probity in the world of 
finance. Alexander Greiz, President of the Security Warehouse Company 
of New York, with whose institution the new-born trust co.juonany 
immediately formed an affiliation, was one of the organizers. 


As the head of this concern whose future seéeiied to promise so 
much, the directors selected D2zniel LeRoy Dresser. Mr. Dresser was 
2 merchant. He had been the President of the Merchants! Association 
of New York and had filled the positionnot incompetently, but his 
experience in the financial world was almost nil. However, he had 
valuable financial connections. By weans of these connections he may 
have been exoected to bring a lnrge volume of business to the Trust 
Comoany of the Republic. It aay be that Mr. Dresser was compctent to 
handle the ordinary business of the Trust Co:ioany--indeed, no word 
of blame has ever been svoken of his management of the regular 
business--but when he entered into the industry of trust acnufsctmr- 
ing, he succeeded only in inviting ruin both to his coupany and hin- 
self. He was bold with the boldness of ignorance, incautious in his 
dealings with other financial institutions and unable to deduce from 
tae experience of others the natur2xl outcome of his exceeding erratic 
nethods and his inept aandling of weighty matters. 
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The oersonal affairs of Mr. Dresser, nowever, are not witnin 
the scope of this paper, except so far as tievy indicate a lack of 
experience in the man who, above all others, except the actual dues 
ex machina, was responsible for the flotation of the United States 
Shipbuilding Company and the methods by which it was accomplished. 
It is fair to say that none except a tyro would have undertaken to 
finance satters of such vast isportance by the wetnods ne adopted, 
and that a man of wider exnerience and a larger measure of forethought 
would have dropoed tiie whole thing before tne borrowing veriod arrived, 
and would, indeed, have thrown it overboard upon the first indica- 
tion that tne entire burden of responsibility was to be placed upon 
his snoulders. 


Nevertheless, here was a new trust company, anxious for pbusi- 
ness, with a man inexperienced in financial affairs at it head, - In 
the same city were an eager »romoter and a firm of lawyers, allied 
to a large trust co.ipany witn powerful affiliations, whos had for a 
long time used every effort to obtain tne support of a financial 
institution in their joint project without success. Sucn a combina- 
tion has its possibilities. They were sufficiently attractive for 
Mr. Young, the promoter, to seek an interview with Mr. Dresser. He 
succeeded, but not until it had been made avparent to Mr. Dresser 
that Gol. Jonn J. McCook was associated with him, as counsel or 
otherwise, in the plan which he had to vropose. The »sromoter did 
not at first broach the subject of the United States Snipbuilding 
Company. Mr. Dresser was told of a syndicate of French bankers who de- 
sired to trade in American industrial securities and do their trad- 
ing on this side of the Atlantic so that tev might avoid tae tax to 
wuicnh such transactions are subject when accomplished within the 
jurisdiction of the laws of France. There is evidence that it wes 
represented to Mr. Dresser that the syndicate had been formed and 
was waiting only to make a connection wits a resvonsible and reputable 
house in the Bnited States. Profits derived from business whicn they 
should transact togetner were to be divided equally. 


| This seemed to Mr. Dresser to be an excellent ovportunity for 
tie Trust Cowpany of the Republic, especially since tne cavital of 
the French institution was represented to be 20,000,000 francs, and 
before the former was a month old the preliminary arrangements for 
a working agreement had been completed and in writing. Before the 
binding agreements were attesipted, the matter of the French banking 
house, of the existence of which no »roof has ever been adduced, 
was dropped, and the plan for forming a shipbuilding comoination 
was substituted. Exactly how tnis was accomplished it is almost 
impossible to determine. The truth is difficult to ascertain when 
the statements of the individuals most interested vary so widely. 
As a matter of fact, though, while negotiations concerning the 
French banking house were still uncompleted, Young sailed for Paris, 
leaving his affairs in the nands of his lawyers. This was on April 
32d. At this time, according to tue statements of both Col. McCook 
and Mr. Dresser, uade to me personally, the Trust Comoany of the 
Republic still thought it was to co-operate with a French syndicate 
in the nurchase and sale of American securities. 


Mr. Young was absent on this trip to Paris about three weeks, 
leaving New York about Avril 22d. He returned to America about May 
15th. During his brief stay in this country, before he took his second 
trip to Paris, copies of a orospectus for the consolidation of the 
shipouilding plants under the name of the United States Shipouilding 
Company appeared, without the name of any trust company as the banker, 
out with that of the Mercantile Trust Coimpany as trustee of the 
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mortgage and transfer agent of the stocks, and Alexander & Green as 
counsel. ) 


Wr. Dresser was asked to take up the matter of exploiting the 
United States Shipbuilding Gowpany. A wesorandum was shown to hin, 
setting forth the »orofits woicn were to be derived from the success— 
ful performence of this work. Dresser agreed trat the Trust Company 
of the Republic should act as wanker, their naue was inserted in the 
blank space left for this ourpose and the »rospectus was "confidential- 
ly" issued. 


The original proposition was to issue $16,000,000 of bonds and 
$20,000,000 of stock, divided equally into common and oreferred shares. 
This was before the Bethleneu Steel Company was considered. 


A digest of the semorandui shows tnat it was proposed to cis- 
pose of $9,000,000 of vonds, $2,500,000 of preferred svock and $2 ,500,- 
000 of common stock in order to realize $6,100,000 in cash. Of the 
cash and securities tien remaining and in hand $5,400,000 in cash, 
$4,050,000 of bonds, $4,000,000 of preferred stock and #4 ,050 , 000 
of common stock were to be »aid to the owners of the properties to 
be acquired, leaving $1,700,000 cash, $2,950,000 in bonds, $3,750,000 
of oreferred stock and $2,750,000 in common stock. Of tnis $1,500,000 
in cash and $1,500,000 of oonds were to be retained in the treasury 
of the proposed combination for working capital. This left $2300 ,000 
cash, $500,000 bonds, $3,750,000 preferred stock and $3,750,000 com- 
mon stock--a grand total of $9,150,000, figuring the securities at 
par value--to go to tne promoters. From it they were to defray the 
expenses of promotion. Before the constituunt .propertics were pur- 
chased however, $400,000 cash was added to this profit by reducing 
the agezregate price to be paid for constituent companies to $6,000,- 
000. The underwriting contract was with, end ran to, the wercantile 
Trust Comoany. 


Tne Trust Company of the Republic was asked to obtain $3,000,- 
000 underwriting in the United St tes *nd the uerc-ntile Trust Com- 
ocny .wnd Alexcnder & Green undertook to obt.in e3,000,000° tr Paris 


and $3,000,000 in London. In 2 letter written to the Trust Company 
of the Republic lxter John W. Young oromised thnt its co.pens.tion 
should be $67,000 in cnsh, $250,000 in bonds, $700,000 in preference 


sh-res -nd $700,000 in common shires. This wos l-rge brit, and it 
wis sw2llowed, hook, line 2nd sinker. 


From this time on lir. Dresser, acting for himself and for his 
company, worked with Lewis Nixon in assisting tne combination. When 
Young sailed for Paris he left his options, which were sade to Lewis 
Nixon as trustee, and gave ifr. Nixon power of attorney over tiem. 
Young left also a tender of the companies on whicn he held options. 
The Trust Company of the Republic desired some further inforaation than 
was contained in the prospectus, and tier. was sent to Mr. Dresser 
one W. T. Simpson, the accountant upon whose figures tne orospectus 
was based . The accountant apparently succeeded in showing Mr. 
Dresser and nis advisers that the companies to be taken in were in 
good condition and taat to cowbine thea was desiraole. Tre Trust 
Gonpany of the Republic then took up the favorable consideration of 
the tender of the cowpanies which were to fori the trust. 


By the terms of the underwriting agreeusent, the $9,000,000 
of bonds were to be underwritten at 90, and each underwriter was to 
receive as a bonus 25 per cent of his underwriting in each kind of 
stock. A public offering was to be made of the underwritven bonds 
a+ O71 sng the difference between this and the underwriting price 
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was to be shared vro rata auwong the underwriters, less expenses of 
advertising, etc. 


Just at this time the agitation for a subsidy on Auerican-built 
ships had reacted its height and the weasure before Congress seemed 
certain to succeed. English companies were casting something nore 
than longing eyes in the direction of our shivyards in consequence, 
and were making substantial cfforts to form such a combination as 
Young proposed. On the surface, with two-tairds of tne oonds to be 
underwritten abroad, the olan seemed certain of success-—-and the 
profits to accrue to the vri:icipals in the undertaking wore inost ‘. 
enticing. The Trust Company of the Republic agreed to undertake that 
portion of the labor assigned to it and obtain $3,000,000 of under- 
writing. It did this the wore willingly since word had been received 
from Young in Paris, that he was succeeding and that the underwriting 
allotted to the French capital would be completed in a few days. 


The investing and speculating public had, seemingly, recovered 
tone and was at least supposed to be ready to again absorb securities 
of industrial combinations. It was not avparent at that tiine that 
the market was in the condition so excellently described oy the most 
successful reorganizer the country, perhaps the world, his ever seen-—_ 
glutted with undigested securities. Promoters and underwriters alike 
prophesied an easy sale of the bonds and a correspondingly easy reap- 
ing of vrofits. : 


The Trust Company of the Renublic performed its snare of the 
labor without difficulty, for the prospect of a large bonus of stock 
without the investment of a dollar appeals to underwriters. Indeed, 
so good did the proposition seem that $320,000 of bonds were paid for 
by the underwriters and withdrawn from the public offering, and 
$2,500,000 were represented to have been sold abroad. 


When Young went to Faris, ostensibly pernaps, to attend to the 
matter of the French bank, but to obtain underwriting for the Ship- 
building Company, he found no difficulty in accomplishing sis »urpose 
so far as odtaining names was concerned. He had been in Paris before 
on promotion enterprises and had among his acquaintances a certain 
Baron P. Calvet-Rognat. Him he enlisted in the undertaking, and when 
he returned to New York in the middle of May he brought a written 
contract in which the Baron agreed to obtain $3,500,000 of underwrit- 
ing in France. 


Rogniat's undertaking was as follows: 


Paris, May 7, 1902 
John W. Young, Esq., 
Dear Sir; 

In consideration of the premises I for myself and as the repre- 
sentative of a group of financiers headed by Mr. Victor Schreyer, 
hereby undertake and agree to obtain tne signatures of said grouo of 
substantial underwriters (who are good and who have agreed to under- 
write the sane) to the underwriting letter of the United States Ship- 
building Coupany, a copy of which is nereto attached, dated April 
19, 18023, to tne full amount of toree million five hundred thousand 
dollars of the bonds of said company on or before May 2lst oroverly 
verified, the same to be cabled to Messrs. Alexander & Green, 120 
Broadway, New York City, on or before that date. 

I also undertake and agree to vorocure either the witndrawal 
of said bonds under tile terms of said underwriting letter, or tne 
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public issue of said bonds under the terms of said letter tnrougn 
either the Franco-Swiss Bank of Paris or otner equally substantial 
bank, simultaneously with the oublic issue of the said co.uwany's goods, 
in Anerica, it being understood in accordance with clause one of 
Said underwriting letter tnat tnis agreement shall not be binding 
upon the undersigned unless the entire aaount of 9,000,000 of bonds 
shall have been underwritten. 

Yours truly, 

P. CALVET-ROGNIAT. 


Rogniat appears to have obtained tais undorvwriting and morc. 
It was easy for him to do this because what sec:icd to be required 
was a list of nauwes signed to tne underwriting agreement. The eleuent 
of responsibility does not seen to have been so closely inquired into. 


Representations were wade to orospective underwriters tnere that 
the Aserican pudlic was simoly vild with desire to buy the securities 
of industrial co..binations, and that 211 that was necessary vas 2 
list of nawes with aaounts set opposite to each whica should aggregate 
$3,000,000; tnat the securities would find a ready market here, and 
that tne issue of $9,000,000 would be oversubscribed. This, it was 
explained, would leave tne underwriters in the enviableposition of 
taking profits vitaout investing a single franc. Tunis is usually, of 
course, the ideal of an underwriter, but it is customary, even in 
Wall Street, for an. underwriting to be able to weet his odligation. 


: So far as can be ascertained few substantial Parisians placed 
their names on the agreement. Strenuous efforts which were wade later 
to compel these underwriters to pay their oblig-tions failed absolutely, 
exceot that the Baron Rognint did contrioute $25,000, for the recovery 
of which amount he 4as brought suit against the Mercantile Trust 
Company. A total of $4,250,000 was underwritten in this manner in 

the French capital and a list of the names obtained was forwarded. 


Mr. Dresser was advised that because of the coronation vrepara- 
tions which were being made in London it had been found impossible 
to conclude arrangements for obtaining the $3,000,000 of underwriting 
waich had been guaranteed, from the English c»pital. Mr. Dresser was 
asked if he would undertake to obtain hsre an additional o1,350,000. 
The list sent by Rogniat indicated that Paris would toke $4,250,000, 
which left only $1,750,000 of the foreign underwriting to be secured. 
Ar. Dresser agrecd to verforim this extr> work. The burden was oveing 
Saifted gradually to the snoulders of the Trust Company of the ; 
tepublic. A more exnerienced wan would at tuis point have obtained 
tilS Or washed his hands of the entire watter. A more astute nan 
vould have taken alarm at: the too evident unwillingness of the other 
trust comouny to publicly assume the responsibility. The oroposition 
tO assign the underwriting to the Trust Compnny of the Republic was 
significant. } 
. Under these conditions the bonds of the United States Shipouild- 
-ng Company were offered to the public on June 145° 1902. -cOn that 
late a vrospectus was published in the voublic print waich stated 
hat Was not true. The guestion whether this prosoectus was authorized 
xy the Trust “oupany of the Republic or by the Mercantile Trust Cowpany 
Y by both is before the court. 


The prospectus stated, among other things, that the United 
‘tates Shipbuilding Company had been organized under the laws of the 
tate of New Jersey, and wentioned as directors a number of resoonsible 


i padeead ‘wor toe bine or lewite | 1 
Iattartadue: vifsove tor to. te ee | a 

abo th goe gn pores ont 26. sened ad tduer ont wens BLE 
to ote aayeto. thi comsbwopee af bootatebau gated #. 

 gutbage cd ton tigie' Phos eins Fout terre 


Ciaticesion, opticlaalinee: Leisnuartianboun eid neokatr B 


ee ers rr as Mn) hae i sy 
runchnravaad” oe o>) 2 


Oto hie weonen mr ce.boetke pitt bentasdn oven. et Stneuae’ aS 
ree! “ada ed of Senses seny seurgod sist ob of ints tot eis. 
bet. he Se eae qoidiurisbas. oft. or borgie agua 7 
ornk panei od yiogole: On Hood “ovied od: Reed: Pon Bo0b: Wilts 


reat onecd anos t ers bow eviv ooqeata ot ebsn. ote: dnstistasa 
eeititvesa ent yud: ot extaoh atic Bite vicomin eow gifduc ; 
S Be yeneeosee: ‘Ban decd Lic. tedd bos. ecottenid..eo” Le " 
tegotsge Hivone fokcw cope? od: edhdriane.a: tee. etrvone dete eeniea 
Cie eet fed tac bast 6 Bait bivow eolitiness sue tank 
eswi gt .eieT is mrpeer yee eo: SC biivow’ 000,000, 88 te. Oe 


tO MOht faogelec yim: gd ot eros few 26 hs anit sveek 
to. .vilevaw ei gist ,onert efisnin B goiseoval twondiw s 
“pi sub LVTenotaue? aii tf tod tod frwroSiaw ne to Leeb 


MOLTes iioo: Bhi! Hooke of) Lee od ot" ghicicerebeas. ie ‘ot 
pees encieiant Lothaaoadue wot peaths 15088" od nee: ae 
; 5 2a ; “Gaia t- ToLtS: AUD ES: THe. * THOS TRA. eat: zs . 
ferutouda. bolts: i Bolg Bit o tions: yaa ot: ateditwieha & 
rer ee 3 Ot 000,80 odute ta taoo. bie teiesot note 


rae * 

teunl, olitarovesiont teniege tiie diaguvetd een on 
at tecuton-etdt of settitwiebre ask 000,088 . a8 To 9) 
bebtowtot asw:bomtotdo semen oct te seit 8 bas. Lotte 


Mo LtAcoeteo edt 56°9 aunoed: desis beaivbe aew? 3 
BOGE brwwot. need - pert ti. sobtrod- ai. eben. gubed 
pha to 000, 900, &&: ant gniststdo' tot atnomenns' 
pond: aM: fetter - faligad ent mete piney 6 
seep pe Hi agot #! ‘ibe ao exsd atetdo: of not So tagbe a 
Ss he eink Ditow alse? ted. pear ay oh: ya tet 
a ed od gitttiiutsbas metetot eft to 000, 08N 48 vind 4 
aow ‘np bitud oil. ,dtow “vine efit te sr OF: BOS 
edt to yaaqood teaet edd | ‘to: erppdvone: oat ot: oh 
Senistde over duton sind te bigew new psonettecns & 
is: artVvr7res ores a » SOP TBE. ethine air to. ebnaed ® 
 tedsyo off to sapapnet tiwag tnshivse oot oft o eaake: i353 
nok tRoqore eit. ,~ytilidianogees edt omens’ yloilduq oF 
naw ollouqed ode? te: yecsottoDs hetclahs ‘ont ae pethees : 


bs 


a4 


hi iveqise. 6 panei bediar oan: ‘to oho’ pire cat 
ata: Poe (BOOT! ££ anvil ao obidue sat” 
- Deval codew tatiqi obidue eft ni bed 
Lite, tub) aew Betooosotg efag tentetw Olt 
18M. gd taut: seerennnne Set hay ~ urge 


ROE EN, eager ‘  nedte “e 
ont “To -awel. edd EB; aee 


Pee Cp ab ae cee aay tn KIO Rm a 


-364- 


men. It goes-:witnout saying that these gentle.ien were not directors, 
because the comnany had not yet been fully organized. Some of them 

say that they were not consulted about the use of their names, 

and only four of tne ever served as directors when the como:ny was 
organized some months later. The »srospectus went on to say that 
Alexander & Green, counsel for the new company, certified as to the 
validity of the organization and‘of the securities issued and tne title 
of the co.ioany to the property acquired. It stated tnat the plants 
were earning $6,250,000 a year and had abundant facilities for addi- 
tional work and increased earnings. On June 18th the books were opened 
for subscriptions in 12 cities in this country and in Paris, and the 
fishermen sat back and waited for the oudlic to take the bait. 


Tue response was not only discoura-ing; it should nave been 
fatal. Tue public sent subscriptions for only $490,000 of the bonds. 
This was again a oeriod where the Trust Company of the Republic should 
have thrown the undertaking overboard and charged the exoense it had 
incurred to profit and loss. The public did not rise to it, the 
underwriters did not want it or they would have taken their oonds 
before they were offered at public sale, and the whole taing was 
flattening out. 


The promoters turned to Betalehe.a (not infhe scriptural sense) 
for salvation. 


On June 12, 13 and 14, 1902, Mr. Dresser and Mr. Nixon discussed 
with Cuarles M. Schwab, President of the United States Steel Corpora- 
tion, the advisability of acguring the Bethlehem Steel Comoany for the 
Shipbuilding Company, and submitted to him financial statements of the 
Shipbuilding plants, their resources, liabilities and carnings. The 
Bethlehem Stecl Company was orosperous and remunerative and, besides, 
would place the United States Shipbuilding Company, if acquired by 
tne cowbination, in the enviable position of being able to build 
armored vessels and thus compete for government work. 


Some idea of the value and importance of this coupany can be 
learned from the earning capacity of the DT OPET TVs... Ate the. time. of 
its transfer to the Shipouilding Co.pany, it was earning at the rate 
of 1,500,000 a vear, and is now earning, I am informed, at the rate 
of $3000,000 a year. The interest cCaarges on the underlying bonds 
make the only fixed charges of $557,500, wnich would leave substantial-— 
ly, at the present rate of earning, for distribution upon the secur- 
ities issued on account of taat property 5 per cent on the $10,000,000 
Of bonds, 6 per cent on the $10,000,000 of preferred stock and 14 
per cent on the $10,000,000 of common stock. 


Mr. Schwabasked for the Bethlehem Steel Comoany $9,000,000 in 
cash, besides a certain amount of securities. The cash was, of course, 
out of the question. The promoters hed peddled all the securities 
for waich they could find a wwarket and did not see their way clear to 
Sell outright bonds against the Bethlenem Steel Company, which was 
the only way in which they could raise oney to pay the demand of 
4dr. Schwab. They vroposed therefore to pay for the Bethlehem Steel 
Joupany with securities issued against that plant itself. Mr. Schwab 
told them that Mr. J. P. Morgan, who was then in Hurope, would nave 
to be consulted, because J. P. Morgan & Company, as managers of another 
syndicate, neld the stock of the Bethleheu Company, and were entitled 
to participation in any profit realized from such a sale. ifr. Morgan 
7aS communicated wita by cable and an answer was received. In the 
‘fternoon of June 14, 1902, Mr. Nixon and Mr. Dresser closed the 
1egotiations for taking the Bethlehem Steel Comoany. 
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Nixon and Dresser agrecd that Mr. Scawab snould receive 

$10,000,000 collateral wortgage bonds and $10,000,000 of cach kind 

: of stock, $30,000,000 in all at par, for the capital stock of the 
Bethlehem Steel Company. Later, the common stock was increased by an 
additional $5,000,000, which, it sceuws, wes to be used for promotion 
purposes. By this method it was proposed to increase tne cavitaliza- 

tion of the company, advertised as $20,000,000 with $16,000,000 bonded 
indebtedness, to $45,000,000 stock and $26,000,000 bonded indebted- 
ness. 


Aftcr the negotiations for the Bethlenem property wer- concluded, 
Mr. Schwab called in his counsel, lr. Max Pam, to nrepare tue 
necessary contracts. This was iir. Pam's first connection wita the 
matter. 


On June 17, three deys after the orospectus was published, the 
United States Shipbuilding Coupany was incorporated in New Jersey 
by an officer and two employes of the corporation Trust Comoany for 
$3,000. These wen acted as directors also, taking tneir instructions 
from the »romoters. In July the capital of the company was increased 
to the awsount I nave alreadv mentioned, a dummy board of directors 


having been furnisned for tnis purpose. 


: On July 3, Mr. Nixon and ur. Dresser went to Mr. Schwab's 
office to sign the formel agreement under which they were to take over 
the Bethlehem Steel Couipany. They contracted to pay to J. P. Morgan 
& Company, as syndicate managers, $7,246,871.48 in cash and $2,500,000 
of each kind of stock of the Shipbuilding Company for the 299,910 
‘shares of the Bethlehem Comoany which were held by J. P. iiorgan & 
Company as syndicate managers. This was tne entire issue of Betnle- 
hem stock, with the exception of ninety snares. Tne par value of 

each share was $50. In order to get the money wita whico to pay 
J. P. Morgan & Company Mr. Nixon and Mr. Dresser signed with wf. 
Schwab en agreement wnicn assured to then this cash requirement. 


| Under this agreement Mr. Schwab contracted to furnish the cash 
necessary to acquire the stock of tne Bethlehem Steel Comoany rnd to 
acceot in return $10,000,000, par value, 5 ver cent, twenty years 
collateral gold bonds, and $7,500,000 of each kind of stock of the 
United States Shipbuilding Coupany. The mortzage on whicn the voonds 
were to be issued was to ode a second mortgage@lien upon the vroperties 
of the Shipbuilding Conoanv and to nave a voting vower equal to the 
$a.ne anount of stock, although the first .ortgage on the constituent 
companies was not to cover the Betnlehem Steel Company. The snares of 
the Betnalehem Steel Cowpany, acquired thus with Mr. Schwao's .oney, 
were to be deposited with the New York Security and Trust Comoany 
as security for the sortgage; the SaAipbuilding Couwioriny was requ:red 
to gusrantee a dividend of 6 ver cent on the capital stock of the 
Bethlensia Company, to provide the Bethlehem Co.uipany with work suffic- 
ient to earn this dividend, or to advance the money thereof, and to 

see that the Bethlehem Company should always have the $4,000,000 
working capital which it then claijaecd to have. 


It was also agreed that the holders of the collateral bonds 

in the absence of any default should elect a full minority of 

directors of the Bethlchem Stcel Company. The form and orovisions 

of tae bonds to be issued under tais agreésaient were to be satisfactory 

to wr. Scnwab and his counsel, and the deal ras not to be concluded 

rag the other constituent companies had been duly acquired and vaid 
he 
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“vr. Schwab ond ir. Pam have been criticised severely for 
making the terms of this contract stringent. 1 2 od air. Pan recent— 
ly way dessrs. Nixon nd Dresser agreed to tne terms of that con- 
tract, and he replied that the terms of tne contrsct vere not un- 
reasonable, that tucy were intended ts protcct ur. Schvab against 
any untovard contigencies; that the agreement was subaitted by 
Messre.Nixon and Dresser to their counsel and was fully discussed 
and %sssed oy him before being signed by trea; toat the terms of 
the agreement were assented to and the contract signed after con- 
ferenco and negotiation between himself and Messrs. Nixon and Dresser 
and Messrs. Alexander & Green, who, in tunis matter, at loast, were 
acting as Nixon and Dresser's counsel. 


Mr. Alexander, wnaile sbroad, hrd gone to Paris to sec if any 
money could be collected from tho underwriters taere. He found them 
averse to paying anything. In the first place, taey said, tacy hed 
been induced to underwrite by being told that payment would nevcr be 
expected; in the sccond placc, xfter tae oitiful failure of the public 
offering, a csble wos sent to Paris saying taat the puolic issue was 
a success. This the Paris underwriters -nterpreted 12s acsaning that 
the entire $9,000,000 of bonds had been t>ken by the puolic and tnat 
nothing remained for them to do except to toke taeir profit. Tacy 
refused to accent ir. Alcxander's exolanation that it was the custom 
in this country to c2ll an issuc a succcss, no matter how badly 
it had fsiled, and to veddle the bonds aifterwirds. Tne best ur. 
Alexancer was able to accomplish wns to get the Frenenmen to give tneir 
notes for the amounts they hid underwritten. Tsese notes were to 
aature on October 6. That the Frenen undervriting was nil was not, 
aowever, adwitted by the contracting p°rties. It was still carried 
as a good aszet and counted in as part of the undcerwr’ ting. 


Nevertheless, Mr. Alex-nder sccus to have sent written and 
cabled assurances of the oona fides of tne Freneh underwriting. 
His ovinion seemed to be tant it would be o2id and thit it was 
delayod only on account of details. He reorcscnted aimself to tne 
Paris bounking community as counsel for the iicrenntile Trust Co.ipany 
in taie watter and instructed thea about tae trenefer of funds to 
New York when payments suould be made, and »xlso in regard to other 
details of the transaction, 2s tacir counsel. Assurances wore re- 
ceived from Paris, and from tiae to time reiterated, that the soney 
from the Frence.. underwriters would be forthcoming. 

On the 25d day of July, 1902, by cable-the French underwri t- 
ing was called. . 


Tné calls were made py cable to avoid legal complications under 
Freén laws. Tie following caodle affords .n example of all: 


"July 23,-190¢e. 
"Odero, 
C/o Panta (tne ctble address for Rogniat), Paris. 

Have allotted you 95,000 oonds of the Shipbuilding underrriting. 
Pay uorgan & Harjes twenty-five per cent on allotment July twenty- 
fifth. Upon pryment we will issuc negotinbdle receipt in Now York to 
your ordor. 

MERCANTILE TRUST CO." 


The Aucrican underwriters hid responded promptly to the call, 
1nd 1 inguiry from New York as to why Piris did not pny brought the 
follovinge: . 
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"Paris, July 25tn, 1902. 
"McCook, N. Y. | | 
All tT hear indicates general rosponsc. Szort noticc creates 
slight delay. Apprecirte money must be in New York before August. 
Underwriters contemplate simultaneous payment. _ Hive payaents 


been «ande New York. 
Sizned) Bentty." 


(uicCook was the cable address for hlox-ndet & Green, and Bestty 
was the cable addrese of 0.B. Alexunder. ) 

On the 5th of Aug 1902, aatters vere 2pproaching 2 crisis 
and the folloving was § 


Om 


(Now York, August 5, 1:02. 
"Oopenhein, Young and -inycr, 
G/o Trebor, Paris. 
Cen you not give us ®n cxnct etatcaent of thc present condi- 

tions of vayments by underwriters cach “or tyenty-five per. cent 
due July trenty-fifth and August first respectively, 2nd rhoen cash 
Tromittances will bes notually o-id. Wev-aust Know on account of com-— 
nitments here, and so far nave nothing except promiscs. Waere is 
the aitch and why the continucd delry after everything so far as we 
can gither from your cxbles, is settled. 

Republicus McCook Nixon." 


Finally, on the 7th, tne following ceble was sent to Young: 


"New York, August 7, 1902. 
"Young, 
C/o Trebor, Paris. 
We arc getting tircd of prowises to pay tomorrow. We must 
make our paymonts rere and must anve Fr a ch money to do it with. 
is) 


The following cables further explain the situation; 


"New York, August 8, 1902. 
"Calvet Rogniat, 
G/o-Trebor, Paris. 

Monday last day for closing Bethlehem. All other slants must 
be paid for before closing this transaction. It is absolutely 
essential to have vour wioney in New York Saturday. 

Republicus." 


"New York, August 11, 1902 
"Galvet Rogniat, 
C/o Trebor, Paris. 
No vayments received to-day from Frencea underwriters. Please 
cable imzediately wien money is to be in New York. 
Republicus." 


tParis, August 12, 1902. 
"Repudvlicus, N.Y. 

Rogniats Russian returns delayed yesterday, learn part arrived; 
he and others pay today; Schreyer and all seem now ready to pay. Know 
neotning of second call. Have wired Alexander to come here. 

Our persuasion and his iron hand in velvet glove of course will 
hring desired results. | 

Young." 


And finally we 1ave this significant suggestion by caole: 


_ "St. Moritz, August 13, 1902. 
Wuatook. (Alexander 2% Creen. N.Y.) : 
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Suggest Mercantile assign to Shipbuilding Comsoany call, who can 


sue or to Republicus with consent of Shipbuilding Co. 
Alexander." 


As late as September 8th the txcory was still current that 
there would be results from the French underwriting. 


About the 6th of October, 1902,iir. Dresser arrived at Paris 
and within a few days after iis arrival cabled to the Trust Cozipany 
of the Republic that the French underwriting was valueless. wr. 
Dresser's opinion of the Frenca underwriting was exoressed in auch 
stronger language than this. 


The relation of the Mercantile Trust Comoeny of New York 
must not ove overlooked in this transaction. It was tne oarty of the 
first oart to the underwriting egreements, and tne trustee of ‘ne 
bond issue. It wes, as I have already stated, the first financiel 
institution having announced 2ublic relations wita the Snipouilding 
undertaking. 


The prospectus showed that taere would be an issue of $16,000,- 
000 of bonds secured by a first .uortgage upon the Shipbuilding 
Company's plants, of waicn bonds and uortgage the mercantile Trust 
Company acted as trustee, and the bonds were not valid and were not 
suodject to issue or use until each bond was properly certified by 
the trustee, and were issuable only on its counter signature as 
trustee. 


On June 24, 1902, John W. Young undertook to transfer and 
sell to the Shipbuilding Company these v>rious shipbuilding and other 
sroperties, with a cert>in auount of cash, and his vayment was to 
come from the issue of $16,000,000 of first sortzage bonds, of which 
$1,500,000 were to remain in the treasury. 


The Shipbtilding Como2ny did not acouire titlc to the shipouild- 
ing plants until tne llth of August, and up to taat tise no bonds 
were apparently delivernble on any account wnatever. Any issue 
of the bonds prior to that time seems strange to the uninitiated. 


That the Mererntile Trust Company had legal title to the 
bonds themselves, or had any interest therein, does not xppear to 
be the fact. The only apparent interest on the part of tais 
trust couipany was its co..0ensation as trustee. 


On the llth day of Auzust, when the Bethlehem vroperties were 
to be turned over, the oromoters of the Shipbuilding enterprise 
were facing a crisis. Under the contract for tne sale of the 
Bethlehem property it was provided that the original properties of 
the Shipbuilding Comprny should not only be acquired, but tre title 
vested in the Shipbuilding Company, and this required the payment 
of $6,000,000, besides the possession of a cash working capital of 
$1,500,000. 


The provisions of the agreement showing the caution exercised 
in behalf of Mr. Schwab, to assure tne full compliance with these 
conditions end to assure the good faith of the trensactions before 
the Bethlehem was turned over, are as follows: 


"At the time of the said purchase of said shares of stock of 
the Bethleheu: Steel Cosipsny by sid Nixon and Dresser and the sale 
to svid Scawab of the bonds, preferred stock and common stock to 
be issued by scid Shipbuilding Company, 1s hcrein provided for, snid 
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Shipbuilding Company shall have duly purcnesed and beco.ie oossessed 
of the oroperty and assets or the vapital siock or both of said 
'Supsidiary Companies.' 

"Said Nixon and Dresser s.#ll furnish tae certificates of 
“Messrs. Alexander & Green, Counsel for said Shipbuilding Company, an d 
the other varties financially in interest in such form as shall be 
satisfactory to said Scuwab, of the validity,of the organization of 
tue said Shipbuilding Company, of tne acquisition by it of the 
prooerties, plants and assets or capital stock or both of said 'Sub- 
sidisry Companies,!' of the acquisition by it of said stock of the 
said Bethlehem Steel Comoany, of the issuance of full o2id, non-as— 
sessable snares of preferred stock and comion stock of tae Saipouild- 
ing Compeny to be deliver d to said Scawab under tais agreeuent, and 
of the validity thereof, end of tne authorization and issue of tue 
stocks and bonds of the Shipbuilding Comaoany, together with satis- 
factor evidence of the consent and autnority of all varties in 
interest, for the issue of the said stocks and oonds of said Saip- 
building Company, as nerein provided for." 

To summarize, it was insisted in behalf of Mr. Schwab that the 
Bethlehem Couipany should not come into the combination until the other 
oroperties aad been acquired and paid for, tne titles vested in tne 
Shipbuilding Co.,oany and the considerations for the issuance of the 
various securities oroperly received. 


The zecessary certificate of Alexander & Green was furnished 
to both J. P. Morgan & Co. and iir.Scawab, as shown by tae evidence 
taken before iir. Olipnant, United States Commissioner, in tne Ship- 
building hearing. 


A cable to Young, in Paris, on August oth, said: 


"Under our contract to »urchase Bethlenem, wnicn must be con- 
summated Monday, we have to nave all otner plants fuliy paid for and 
transferred to Shipbuilding Cowpany first. Tuois means all cash must 
pe in hand Saturday, entirely irrespective of date of option. fTnere 
is a serious danger in Bethlehem uiatter as t.ey will give no exten- 
sion of time. Repuclicus." 


How, tnen, was the money to be raised? It was suggested that 
Mr. Dresser take Shipbuilding bonds waicn it would seem were in the 
oossession of the Mercantile Trust Couinany, presumably as trustee, 
and obtain loans on tinea from various institutions. 


Dresser and Nixon got some loans, but they were unable to get 
enough. Tnrerefore, Dresser arranged with several different insti- 
tutions for deposits of the Trust Co.ioany of tne Reouolic's funds, 
and taen tney borrowed the amount of this soney individually, placing 
witn the loaning institution an amount of Shipbuilding bonds, double 
the amount borrowed, giving tseir joint notes and the guaranty of 
tne Trust Coumany of tre Revublic signed by D. LeRoy Dresser, 
President. 


Sowe of taese loans were on the vooks of the Trust Couocany of 
the Republic, but ne loans were aot at first all put upon tne oooks 
of tne Trust Company of the Republic as an indebtedness of the Trust 
Comoany, out were entered as contingent liaoilities, and soue were 
carried as assets. 


In one instance, five hundred tinousand dollars wer. deposited 
in a trust comoany by itr. Dresser as an interest-bearing denvosit, 
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a credit to the Trust Comvany of the Republic. Five hundred thousand 
dollars were borrowed from this same trust cosvany by Mr. Dresser uppn 
$1,000,000 of Shipbuilding bonds, furnisaed by the Mercantile Trust 
Co.pany, accomoanied by the joint note of iir. Nixon and Ar. Dresser 
and a guaranty executed by Mr. Dresser in the name of the Trust Com- 
pany of the Revublic. All of tiis was done, according to the testi- 
mony, in the branch office of the Trust Comynany of the Reouolic at 

71 William Street, N. Y. City, and the minutes of the Trust Comvoany 

of the Reoublic do not show taat the transactions were at toe time 
done witi tne knowledge of the Board of Directors. 


Mr. Nixon and iir. Dresser than took tine cxeck of tne otner 
trust comoany, to the order of Nixon and Dresser, and deposited it 
in the Trust Comoany of the Renublic to the credit of the loans of 
Nixon and Dresser. 


There was a failure to observe proper banking metnods. 


Tne Knickerbocker Trust Co.wany seems to nave declined to loan 
on Dresser's and Nixon's notes with the collateral of tne Shipbuild- 
ing bonds, and required additional collateral. It therefore obtained 

he following assignment: 


"Know all Men by these Presents, that the Mercantile Trust 
Company, a corporation of New York, hereby releases to the United 
States Shipbuilding Comoany (a corporation of New Jersey), its 
Successors or assigns, all the right, title and interest of said 
Mercantile Trust Company in and to certain underwriting agreenenis 
relative to the First Mortgage Five Per Cent Sinking Fund Gold 
Bonds of the said Snivduilding Cotipany, hereto annexed, and respect- 
ively executed by the following named Subscribers, for the amount of 
bonds set opposite their naues, to-wit:"! 


(Here follow the nawes of underwriters and underwritings 
amounting to $1,400,000.) 


"The Mercantile Trust Comoany hereby certifies to tne said 
United States Shipbuilding Company and to each and every oerson who 
may succeed to the title and interest of said Shipbuilding Comoany 
in and to any of said underwriting agreements that the entire amount 
of nine million dollars ($9,000,000) of bonds was underwritten as 
provided in Condition No. 1, in said agreements. 


Dated August 11, 1903. 
Mercantile Trust Comvsany, 
BY Aw Maekrech, 
"In the presence of Vice President..." 
W. W. Green." 


_ The condition No. 1 referred to in the said certificate refers 
to t2e provision of the underwriting agreement that no underwriter 
Shall be called upon to pay until the entire $9,000,000 is suoscribed. 


; Taois assignment was accompanied by a transfer by tne Ship- 
building Company, signed by James Duane Livingston, Second Vice- 
President, to Lewis Nixon and D. LeRoy Dresser, whicn contained this 
recital; 


"Lewis Nixon and D. LeRoy Dresser are about to borrow from 
Knickerbocker Trust Comoany the sum of seven hundred thousand 
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dollars ($700,000), and to assign as collateral security tuierefor ‘the 
above described underwriting agreeuents to the extent of tne unpaid 
liability of the subscribers tereon, vopetaer with the First Mortgage 
Five Per Cent Sinking Fund Gola Bonds of the Suipbuilding Co.inmany 

to the amount in var vaiue of $1,600,000 and Preferred stock of the 
Shipbuilding Couoany to the amount of 4,000 ssares and Common stock 

of the Shivduilding Couwxany to tne a-nount of 4,000 snares." 


Uvon these two documents was endorsed a second assignmont in 
the following language; 


"For value received we assign, transfer and set over to the 
Knickerbocker Trust Comoany all our right. , title and interest in and 
to trae foregoing instrument, and in the underwriting agreenents therein 
mentioned. 

Dated August 11, 1502. 

Daniel LeRoy Dresser, 
; Lewis Nixon." 
"In the presence of 
Brainard Tolles." 


In view of the French situation the effect of the certificate 
of tne Mercantile Trust Company that the entire $9,000,000 sad been 
underwritten is not quite clear. 


A osycnological study of Mr. Dresser's iental condition at 
this time would be interesting if it would not be pitiful. Ue was 
the nead of a trust com-any woich had been doing business for less 
than six months. Its opportunities at the start were almost bound- 
less, and its stock, issued at 150, was quoted around 370. A vAizh 
place in the financial world was open to Mr. Dresser himself as the 
president of tnis company, but because of nis ambodition to make woney 
in large suns, regarding thousands as too small to be considered 
and thinking only in millions, he had not only thrown away cis 
Opportunity, but was in danger of wrecking his comoany. Personally 
he had no extensive credit upon which to draw if he had desired to 
assume tne resoonsidility for the large sum necessary to »urchace 
the constituent companies. He had reacned the end of his resources. 
He naa exnausted the resources of the Trust Company of the Repuolic. 
Both were in danger, and he knew it. The responsibility had been 
skillfully shifted uyvon his shoulders. No help seemed forthcoming 
from the originators of the undertaking. The promises of the 
promoters as to French financial returns were becoming snadowy. In 
this predicament he sought Mr. Schwab's counsel, Mr. Scawab being in 
Europe at the time. Lr. Pam took Mr. Dresser over to the office of 
Je P. Morgen & Co. and introduced him to Mr. Perkins. 


Mr. Dresser requested a loan of $3,500,000, but Mr. Perkins 
Said he could not make loans on Shipbuilding securities. Mr. 
Dresser said a ne and his associates were expecting to receive 
remittances ina eck or ten days from the French underwriting and 
would need the eet cance only that long. The evidence is that 
Mr. Perkins was told tne proceeds of the French underwriting would 
not long be delayed. Mr. Dresser called again the next day and told 
ar. Perkins that several financial institutions would be willing to 
= oy them if they could have the additional funds, and again request- 
ed a loan. 


oi Perkins was unwilling to make a loan, but he did finally 
say that he would deposit $2, 160, OOO in any three responsiple trust 


e eee PS i, Se satay 
Ene att NO ae 


ett Veh 8 yet 908 ‘farenaitew as ‘o a8 
‘Pleas on 7” yo nore sor Segoe Ty, 
Sgssttoa peg ecg aeew ten gtegos yHowre: ie 
ynacs.ob scibl budgie ‘ent to eb BEOE . oLlo® Beret 
ott Yo woods frei wee 5 7 oh fy see + oe. 
HOTS +L ORC 


snonacg Baas haa © 8 beaten: ae cow wines 


Kis 169 jee te [pissat cstane on tov is0ge | 


Jtepaetd ¥ Siang Le ktet. 
" BGXEH aad 7A 


etevltities edd to sostie ade caezees. anole! ote: ‘to 
feed Ban. 000, O00 hdd ane ‘fadd yasonod: daect- oh lea 
uke | | eo Solin oathip. oe be: 


3 Pe ered oP ‘ is 
Baw -OF- VAR Es eo oc pes: heres ¥E: Ee attegiotte: ad a 
saat ta Siteud % ning deed “Sexi deetiw: yar MOS Ferny 
-hbavod taonls exaw F¢ BiG GAT. TSS RSET Mies s ogo: est. 

detec A JOVS Savots, batoup aay.’ OOL ta: boueat’ 3602 

ad? 86 tloemtd teapertin ar od: SCO: eaw Sisow Le Poccaek’ 

Yoo. GAen OF Molstegs ala-to égueced gud .yaatier Bing 
 betebianco ed: of -ILeuesoot ams ebaeevoit- HATED THESE » < 

Bir EME twornt vinecton ben ea enOLL EL: mt: wine 

vi tenosiss: Senisie yaar Sci tdooiw To. TS yrtab: of asw tod 

68 boztesb, bat OH: WREBAOF: Lobdw:. OGS #£D8 TO - ev tesig?d 


ar asartirc G4 vesaawnedt me  egtel ect 15 utiliciacocgs 
#69 tuease a be Ye-ubne:ode  hegocaet Bad oh: «60 Lasqneo rere 

Sildueed. ene te tasqmed: raed ‘ent to seotdosst sat bos 

NoGt Des VELL &o Lanoqaet 6AT 3) .8f went on: Dae ote gs 

gulnwoonsict bees vied: ou" seteblvove ein noth: BOF fae 
Sid tO ¢ a8 Lixo at OAT +Quta [Os TOD MG: gut 26 S4 sotard 

ae 8 ‘Bit hise oot -a5eN BITES T {siopsnit semert toe 
Balog davco8i vr leensod a’dewdet 4 1M ddavow! of eee 
to GoLite ody of “evo. teanert | “TH aoot met Sau * ‘ 


BEM TET 6 Os abet: bequbontat baa" 


anigisd + a tug 000008 88 tT. aol g betaeuvpet , 
«tM sidtwweoe gcthhs bucig beeng - ansod tose. 
aviogs¢ - oe ‘gatteoane. Stow gota Food: feted 
beg Faint cwiobay. cocee ote meth bet ned a 
POLS. 28£ 9odaebive odT. «Bok. taney 
“bluow ‘eed borreiey pete Bh One 
bLot bite Yao Pee eds’ ice 
Or “ated Dae ad Bluow 


~tQoupet ee ae eepeat ‘Seno {boa 3 


‘ypilisok. ‘ie ace 


Ge RR ne AMR, VPC aR On We ARE yk ORT en pT ny EU Nr eae 


co.ipanies Mr. Dresser might name for ten days or two weeks. ~572~ 


Mr. Dresser waentioned tae Knickerbocker Trust Couwpany, the 
Trust Comoany of the Republic and the Mannattan Trust Coaoany. 


The Manhattan Trust Comoany did not accept a deoosit. The 
other two cownenies did receive $1,400,000, issuing their certificates 
of deposit to J. P. Morgan & Co., and lent this aszount to xr. Nixon 
and Mr. Dresser. 


Mr. Perkins introduced ir. Dresser to tne New York Sccurity 
& Trust Co.wocny, which, it is said, made a loan to Dresser 2nd Nixon 
of $350,000, making the total assistance sccured in that way $1,750,000 


The $1,750,000 thus borrowed, while it was a2 great 2clp, was 
not sufficient to place the »romoters in a position to buy tae 
properties for which they aeld options. Tnev were still snort 
of tne necessary cash requirements, But the Trust Company of tne 
Republic had more than $4,000,000 in deposits. 


Metnods similar to these were taken witn other institutions, 
until, in the joint names of Mr. Nixon and Mr. Dresser, secured by 
the guaranty of the Trust Co.wioany of the Republic issued by iir. 
Dresser, and the Shipbuilding collateral furnished by the Mercantile 
Trust Company, soue millions were raised, sufficient to draw the checks 
to the vendors, which checks aggregated $6,000,000. 


To lend this to its own oresident vould be an irregularity 
too flogrant not to attract undesired attention at some tise or 
other, so the Trust Company of the Republic made loans to Mr. Nixon, 
accepting therefor his note secured by bonds and stock of the Shiv- 
building Co.apany, whose entire assets consisted of Young's offer 
to sell the Shipbuilding plants, which it could not take up for 
lack of funds. 


The Trust Company of the Renublic nad received from under- 
writers and subscribers $2,327,812.50, of which it had contriouted 
$250,000 of its own money. I+ had lent directly to Mr. Nixon and 
Mr. Dresser, or supported tucir notes by its guaranties, $3,672,187.50. 


_ Under these conditions the fateful day for paying for the pro- 
perties arrived. The Trust Co.upany of the Republic prepared twenty- 
four checks, aggregating $6,000,000, fifteen of which were .iade out 
to tne order of Lewis Nixon, and the latter, as holder of the options 
througn Young's vower of attorney, delivered the checks to Col. 
McCook and Mr. Young for the owners of the constituent cojipanies. 
Besides this cash, the vendors, of wiom iir. Nixon was one, were 
aera to receive $4,050,000 in bonds and $4,000,000 in each kind 
of stock. 


To The great Shipbuilding Co‘ipany was now an accomplished fact 
with the exceotion of taking over the Bethlehen. 


This latter transaction, which was performed on August 12th, 
though of vast importance, was very simple. Mr. Nixon and Mr. 
Dresser met the various parties in inter.:st in the office of J.P. 
Morgan & Co., and there received the stock of the Bethlehem Stcel 
Company, onying for it with Mr. Schwab's check for $7,246,871.48 and 
massing over $10 ,000 ,000 collateral mortgage bonds, $10,000,000 of 
preferred stock and $10,000,000 of common stock, of which $2,500,000 
of each kind of stock was delivered to J. P. Morgan & Co. as syndicate 
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managers, -It remained only for the new holders of the Betnlehom stock 
to depusit it with the New York Security and Trust Co.worny as 
security for the collateral wortgige. This taney did witaout delay. 


It is not my intention to follow tne fortunes of the United 
States Shipbuilding Co.»any to their conclusion. It is clear, ow- 
ever, from the disclosure of the facts, that with the excsotion of 
the Bethlenem Steel Cowosny, the Union Works and the Hyde Windlass 
Coupany, tne constituent companies were indebted far beyond tucir 
ability to oay, and the new trust was without the carning capacity 
to meet the seavy fixed ch>rges f-stened uvon it by tas »romoters'! 
issue of $15,000,000 of bonds agninst tacse properties. Tie subse- 
quent frilure and fall of the como-ny was inevitrblcs, no saattor who 
wes in charge of its affairs or ov efficient its manageacnt. 


I nave devoted many weeks to the cxrmin-tion of tno evidence, 
documents and facts in conection with the entiro watter, rnd acve 
carefully snd thoroughly infor.ied wyself from all scurces of informa- 
tion wits reference tuereto, and find that neither kr. Schwab nor 
dr. Pam -poear anywhere to nave nad -nv connection with the oromotion, 
organization or financing of the Shipouilding enterprise or tac 
verious transactions in connection tnerewith. 


whether in view of this, the criticism of Mr. Schwab in secur- 
ing for himsclf so large a consideration for the Bethlehe. Steel 
Co.inany stock is justified, considering that he is the only one who 
received no cash for his property, but took his entire oay in scecuritia: 
is not for me to ray, nor is it my province to comient on the critic-— 
ism and complaint made against nis counsol, Mr. Pam, for ais faith- 
fulness in protecting sis client's interests in the preparation of the 
contract and mortgage, the terms of wnich have been regarded by 
some 4s tight and as exacting too muah security. It was ir. Pam's 
effort to safeguard and protect ais client's interests against any 
unforeseen contingencies. 

It is well, however, to continue with the Trust Conpany of the 
Republic until the final effect of its operations has besn shown. 
The parties in interest «ust have fairly groaned ith relief vhen 
the oroperties were oaid for, although the wetaods by rhich they ac- 
complished this reminds one rather of the shiftless Micawber tian 
of any other person or thing in fiction or in history. 


It must also be borne in mind th=t this transaction was all 
completed in a short space of tiwe and during the months of July 
and August of the summer of 1902, when tnere were few if any aeetings 
of the Board of Directors of the Trust Comoany of the Republic. In 
fact, it is evident that Mr. Dresser, as President of the Trust 
Comoany of the Republic, treated this trust company as if it were the 
firm of Dresser & Co.pany and he was at its head. The transactions 
were not entered upon the minute-book of either the Executive 
Comaittee or the Board of Directors. Dresser and Nixon seemed to 
act upon Micawber's theory that if the money was raised and the 
properties were paid for it was of no importance what obligations 
were undertaken to secure the money. Proceeds of the Frenc. under- 
writing were to cure all ills and to cover all sins of omission and 
commission. 


Tae troubles of the unfortunate Trust Comoany of the Republic 
were just beginning. The French underwriting produced not a dollar. 
The mouse, as a result of the mountain's labor, was, comoared with the 
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result of the French underwriting, magnificent, but not sufficicnt. 
Dresser's ambition to organize a gigantic trust had been satisficd, 
but in the process tie capital, surolus and deposits of tac Trust 
Coupany of the Revudlic had been neatly wiped out and it was in an 
exceedingly precarious position. Only imicnse success on tic part 
of tne creature it had made could save it from the fate of Franken- 
stein. It had ganbled on the result of the Frenca underwriting 
and had lost. Although the great Shipduilding Co.oany hid boon 
launched and the required $1,500,000 of working capital creditod to 
the United States Shipbuilding Company on the books of tac Trust 
Co.piny of the Redublic as of August lata, the funds tuerefor were 
lacking to weet its drafts. It becawe necessarv to provide t2ai 
amount. Arued vit2 guaranties signed by Dresser in the azae of 

tne Trust Cozoanv of the Renuodlic and 2 vest asount of Shipbuilding 
securitics, Mr Nixon and iir. Dresser borrowed, on August 30 and 
September 4 and 5, 1902, $1,500,000 fro. New York banks on their 
notes, secured in what had now become the usual cianner. 


The returns from tie Aserican underwriters and subscribers 
were apolied to the reduction of the obligations of ur. Nixon ana ir. 
Dressers. They brought the totsl in whica they were indebted to the 
Trust Co.wceny of tne Reoudic down to $3,279,909, to repay waica they 
nad notning sore substantial in signt tuan the Frencn underwriting. 
This amount was afterwards reduced to $982,334.10. 


At this point the bank examiner visited the Trust Co.pany of 
the Republic. Its difficulties were not a wsatter of gener:1 knowledge, 
and it was esteemed a most prosperous institution. Its warenouse 
business in the Soutn was growing at a pnhenouenal rate, the newspapers 
were filled with tales of its orogress and its brilliant orosvects in 
an almost virgin field. But when the state czsnk examiner finisaed 
nis insoection the world was inforwed of the almost inextricaole 
tangle it had got into through its connection with the Snivouilding 


— 


Trust, and its stock drovped to below par. 


At this critical juncture a syndicate, which became known as 
the Sheldon Syndicate, was for.zed to take over the financial ooliga-— 
tions of the Trust Company of the Repuodlic, accepting in peyuicnt 
therefor securities of the Shipbuilding Trust. The Syndicate did take 
over tnese odligstions and thus relieved in vart the situation. 

Even tien, had the Shipoduilding Co.many been established upon a 
sound basis, or had it even acquired oroperties vaichn, exclusive 

of tne Bethlenei, were sound and self-supporting, the Trust So.pany 
of the Repuolic would have won its way clear financially. But since 
the Shipbuilding Cotipany was itself insolvent and a failure, it was 
not ovossible for tne Trust Comoany of the Republic to realize on 

the securities whican it held of the coxnbination and thus replace 

the large amount in whicn it was involved. Its reoutation, too, had 
been sacrificed. 


It was reorzanized and isstoday only @ me.iory, and its sistory 
only a contention in the courts. 


Do not for one moment assume that I have covered tae waole 
guestion =f the relation of tne trust co.oany to the industrial com- 
bination, and not even the whole question as to t:e relation of these 
two trust coupsnies to tae Shipbuilding Corporation. On tae contrary, 
I have cerefully avoided discussion of certsin topics woich acy be the 
subject of litigation, and I nave touched only so far as was necessary 
to fill out the lines of my view of the situation upon matters pcer- 
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taining thereto which are in doubt and which may be the subject of 
litigation. 


The tendency of financial institutions--known in our State as 
"moneyed corporations"--is to affiliate too closely with industrial 
propositions, the ubimate outcome of which cannot be adequately 
determined from the szowings sade by oromoters and others interested 
in taeir flotation. 


There is a side of the picture waich is less unpleasant tuan 
the side w.ich I have turned to you. It is tnat the lesson which 
has been taught by the organization of the Shipbuilding Company sad 
a wholesome effect uoon Wall Street and other financial institutions. 
It is, too, because the present Superintendent of Banks in the State 
of New York ably supervised the adjustment of the intricate ae- 
tails, so fer as his jurisdiction was concerned, that no financial 
panic resuited fron a disclosure of the condition into waicn tne 
Trust Coaoony of tne Republic nad been led by its oresident. 


I have no time to draw a parallel, but I think that tose 
who are familiar with the history of similar undertakings in England 
and Scotland will admit taat they show a more dangerous affiliation 
in those countries betwecn financial institutions and industrial 
promotions. Across the water many men of nigh financial oosition 
acted as directors of flotations which were similar to tis one, 
but wiich had reality a less st2bdle foundation. Many financial 
institutions not only fathered industrial vropositions waich failed 
to turn out as expected, but tney endorsed them. The result was 
toat in Englend, after a collapse, financial institution after 
financial institution closed its doors and a oanic resulted. 


From the standvoint of a single individual, I beliéve that I 
have portrayed to you the final exsaple of an undertaking of the 
kind which I have been describing. Today, as a consequence of the 
lesson wnich has been learned througao the false establishment of 
the United States Shipbuilding Comoany, our financial leaders and 
our financial institutions are gradually withdrawing from affilia- 
tions with industrial combinations, and each ome is assuming its 
true oosition. 


You will agree with me toat the institution and the indus- 
trial combination are of value, each in its place, but a close 
partnership between the two is dangerous, inasmuch as tne financial 
institution and the industrial czmbdination must necessarily stand upon 
a different footing in their relations to the public. Tae salve in 
tae situation is that the genersl oublic did not become a participator 
in the flotation of which I have been soeaking, and did not invest 
largely in the securities of the Shipouilding Co:soany. 


Tae result has been unfortunate for those who did become in- 
vestors, but the heaviest loss fell uvon those who were in a beter 
financial position to stand it, naiely, the underwriters, who 
entered for orofit and woo exvnected large returns witn put little 
responsibility. 


Even in the case of the Trust Comoany of the Republic it 1s 
a suodject for congratulation that tarough the wiserisubsequent 
manageuwent woich undertook its reorganization, its integrity has been 
maintained, its financial credit has been sustained and as a conseq- 
uence of the assistance rendered by the men who formed wnat is known 
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as the Sheldon Syndicate, who cxn well afford the loss, it is ina 
position where it can continue business rnd olace itself befors both 
the puolic end the finzncirl world 1s an instiv.tion of orooity end 
integrity. 


I appresond that you would like to near a narration of the 
entanglements of Governor Odell of the State of New York, -1. J. 
Pierpont Morgan snd his foru, the banking nouse of Yarris, Gatcs & 
GCo., snd wszany others wno becrue collaterally interestcd; out it 
is impossible for we to enter uocon taese various suojects. 


IT leave tuerefore this satter wita you, asving atte.ptcd to 
tell you briefly and succinctly and yet as correctly as I aave peen 
able and witnout bias, tne trughistory of tke organization of the 
United States Shipbuilding Comoany. 
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BAKERY COMBINES AND PROFITS 
Letter from the Chairman of the Federal Trade Commission 
69 Congress, Second Session, Senate Document 3le. 


Federal Trade Commission 
Washington, February 11, 1927. 


To the President of the Senate. 


SIR: Under a resolution of the United States Senate (Senate 
Resolution No. 163, 68th Cong., lst sess., approved February 16, 
1924) the commission was directed to investigate the production, 
distribution, transportation, and sale of flour and bread, showing 
costs, prices, and profits at each stage of the process of produc- 
tion and distribution from the time the wheat leaves the farm until 
the bread is delivered to the consumer; the extent and methods of 
price fixing, price maintenance, and price discrimination, the de- 
velopments in the direction of monopoly and concentration of control 
in the milling and baking industries, and all evidence indicating 
the existence of agreements, conspiracies, or combinations in re- 
straint of trade. The terms of this resolution, therefore, involved 
inquiry not only into the bread-baking industry but also into the 
wheat-flour industry and the grain trade. 


This preliminary report considers certain of the more important 
phases of the inquiry in so far as the bread-baking industry is con- 
cerned, including (1) the consolidation movement in the industry; 
(2) the development of the largest baking companies, including Ward, 
General, and Continental; (3) the extent to which the formation of 
the Continental affected competition; (4) the close interrelation of 
these large consolidations and the formation and judicial dissolu- 
tion of the supercombination, the Ward Food Products Corporation, 

- (5) the rates of return on investment and costs and profits per 
pound for wholesale bakers; (6) the relation of consolidation to 
costs of production and distribution; and (7) a comparison of the 
costs of producing and selling bread for wholesale, house-to-house, 
and chain store bakers. 


A preliminary report summarizing profits of flour millers, and 
giving information relating to their efforts to restrict competition 
has already been made. 


Competitive conditions in the baking industry, the marketing of 
flour and bread, analysis of costs and profits in the bread and 
flour industries, the expenses of grain marketing, and the apportion- 
ment of the consumer's dollar spent for bread between the costs and 
profits of the successive agencies of production, manufacture and 
distribution, are the principal additional matters reserved for the 
final report. 


Consolidation Movement 


The consolidation movement in the bread~baking industry began 
in 1907 with the combination of seven St. Louis plants to form the 
American Bakery Co. and this consolidation was followed shortly after 
by several others. In 1911 the General Baking Co. embracing a1 
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Bakery;,Combines and Profits-—2 


plants was organized and in 1912 the Ward Baking Co. with 8 bakeries. 
These were especially important. Numerous other consolidations fol~ 
lowed in succeeding years: Oushman's Sons (Inc.) (7 plants) in 1914: 
the New England Bakery Co. (6 plants) in 1915; Flour State Baking 
Co. in 1916: Massachusetts Baking Co. (8 plants) in 1917; Tristate 
Baking Oo. (4 plants) in 1919; Campbell Baking Co. and Gordon Co. 

in 1920; Nafziger Baking Co. in 1921; Standard Bakeries Corporation 
(8 plants) in 1923; Southern Baking Co. in 1924. 


In 1921 a movement toward the reconsolidation of various earli- 
er combinations began with the formation of the United Bakeries 
Corporation, which combined the Campbell and Shults companies, and 
a number of other plants. The organization of the United in 1921 
marked the entry of the holding company as an important factor in 
bakery consolidation. It was followed by the formation of what may 
be termed the big four of the bakery industry, the Ward, General, 
Continental, and Purity companies in the period 1923 to 1925. More- 
over, of these four, all but the Purity were closely associated. 


Ward, General, and Continental 


The Ward Baking Corporation, a holding company, was organized 
by William B. Ward, the chairman of the board of directors of the 
United Bakeries Corporation, in 1923, following a contest for the 
control of the Ward Baking Co. between him and George S. Ward, the 
president of the latter company. The new corporation then exchanged 
its stock for that of the old company. The latter had grown con- 
siderably since its formation some years previously and by 1916 was 
operating 14 bakeries. In 1926 its active plants numbered 18. 


The General Baking Corporation was organized in October, 1925, 
as a holding company for the old General Baking Co., the organiza- 
tion of which has been previously referred to, and other baking com- 
panies. This new corporation exchanged its stock for that of the 
old company. On November 23, 1925, the General Baking Corporation 
purchased the capital stock of the Smith Great Western Corporation 
which had consolidated nine bakeries in the Middle West. Subsequent 
to its organization in 1911, the General Baking Co. had acquired 
several plants at various times, from 1915 to 1924 and had construct 
ed several others. Control of all of these, therefore, as well as 
the original 21 was acquired by the new corporation. The total 
number of plants operated by this holding corporation is 4c. 


The Continental Baking Corporation, the largest of the bakery 
consolidations, was formed November 6, 1924, through the instrument— 
ality of W. B. Ward and his associates. It first acquired the con- 
solidation known as the United Bakeries Corporation in which this 
group was also heavily interested and lost no time in obtaining con- 
trol of many other companies, including a number of previous consol— 
idations, among which were the American Bakery Co., the Standard 
Bakeries Corporation, Consumers Baking Co., Massachusetts Baking Co. 
and New England Bakery Co. Other important companies acquired in- 
cluded the Wagner Baking Co., of Detroit; Livingston Baking Co., of 
Chicago; Corby Baking Co., of Washington; Taggart Baking Co., of 
Indianapolis; Occident Baking Co., of Minneapolis; Washington Baker- 
ies Corporation, of Seattle, Wash.; Spokane Bakery Co., of Spokane; 
Perfection Bread Oo., of Sacramento; Log Cabin Baking Co., of 
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Portland, Oreg.; Butter-Krust Baking Co., of Salt Lake City; Ogden 
Baking Co., of Ogden; and R. B. Ward & Co. (Inc.), of Los Angeles. 
In 1926 the Continental was operating 91 plants in the United States 
besides several in Canada. 


Effect ef the Continental Consolidation on Competition 


Because of the apparent effect of the Continental Baking Corpor 
ation upon competition, the Federal Trade Commission issued a com- 
plaint against this company on April 10, 1925, charging th with, the 
acquisition of the capital stock of certain baking companies in 
violation of section 7 of the Clayton Act. While this complaint was 
pending the company secured from its bakery managers, 84 in number, 
certain sales data designed to show the extent of competing sales at 
points within and without the State where the bakery was located 
for one month about six months prior to the acquisition of the com- 
pany. Total sales and total interstate sales were secured for the 
week immediately prior to acquisition. These schedules were in the 
possession of the commission for only a brief time while testimony 
was being taken in connection with the complaint, but comprehensive 
abstracts were made of the more essential facts for use in the pro- 
ceedings. Later, when the original schedules were requested from 
the company for comparison with the abstracts used in making,this 
report, they were furnished after much delay with the exception 
chiefly of the sheets showing intrastate sales. Comparison of the 
schedule material with the abstracts, however, showed the substanti- 
al completeness and accuracy of the latter. 


In the commission's endeavor to employ for the purposes of this 
report the sales shown in the schedules as a measure of the competi- 
tion prevailing between Continental companies prior to their acquisi- 
tion, great difficulty was experienced because of the noncontempor- 
aneous character of elements essential to a comparison of competing 
sales with total sales and because of other inadequacies of the 
material. For this reason additional statistical material of a 
similar but more comparable character has been requested -of the Con- 
tinental. 


From the schedule material two tables were compiled showing the 
existence of interstate and intrastate competition at many points, 
but the magnitude of such competition in relation to the total 
sales or the total interstate sales of the several companies or of 
the Continental as a whole is not shown by these tables. A third 
table is presented which shows for each company for the week prior 
to acquisition its total sales and total interstate sales for both 
bread and cake separately, with percentages of interstate ta'total.: 
Bales computed. *-The total bread sales of all the reporting compan- 
ies of the consolidation for the week prior to acquisition were 
$1,064,309.70, while the total interstate sales for the same period 
were $89,244.78 or 8.4 per cent. The corresponding proportion for 
cake was 19.7 per cent. Taking particular companies of the Con- 
tinental the proportions of interstate bread or cake sales to total 
bread or cake sales showed a very wide range. The table shows also 
the reported total competing sales and total interstate competing 
soles for each company on an average weekly basis for a month 
about six months prior to acquisition. No total sales or total in- 
terstate sales for this period were secured by the company from its 
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bakery managers. In the absence of these sales, percentages of com- 
peting sales for this period to the total goles and total interstate 
soles for the week prior to acquisition have been computed. These 
percentages of total competing sales to total sales for the consoli- 
dation os a whole are for bread 9.1 and for cake 7.8, while the per- 
centages of total competing interstate sales to total interstate 
Seles are for bread 13.8 and for cake 14.4, but it is very doubtful 
how far any reliance should be placed on these percentages, because 
the elements of the comparison are not contemporaneous. 


Interlocking Interests 


In organization the Ward, General, and Continental corporations 

have a common parentage. All are apparently the conceptions and 
creations of W. B. Ward, who organized them either directly or in- 
directly. Stock lists of the three corporations as of October 5l, 
1925, show that of the 14 men who were the officers and directors 

of the Ward Baking Corporation, 10 held stock in both Ward and Con- 
tinental, 7 in both Ward and General, and 7 in both General and 
Continental. Six of these 14 held in all three corporations, their 
holdings in General and Continental being on the whole as large as 
in Ward Baking Corporation. By direct holdings and through the 
Ward Foundation Corporation, W. B. Ward was on December Sb, Loe4, 
the largest single stockholder in the Ward Baking Corporation. He 
was also the largest single stockholder in the Continental Co., 
holding 21 per cent of the voting stock of that company, whereas no 
other individual owned on that date as much as 5 per cent of the 
total. For a time, also, all or a considerable part of the voting 
stock of the General Baking Corporation was controlled by him. 
These three corporations in which W. B. Ward and his associates were 
thus interested are now operating about 150 bakeries with an estim- 
ated total bread production of close to 20 per cent of the commerci- 
al production of the United States. 


The Supercombination and Its Dissolution 


On January 30, 1926, W. B. Ward caused ta be organized under 
the laws of the State of Maryland the Ward Food Products Corporation 
This new corporation had every appearance of being organized to 
take over and hold the stock of the three members of the big three 
in which W. B. Ward and his associates were interested, 1.€., Ward, 
General, and Continental, in order to make more effectual a control 
which was apparently already being exercised in some degree. A few 
days later, therefore, the Government filed a petition in equity in 
the Federal district court at Baltimore not only against the Con- 
tinental, but also against the two Ward and the two General compan- 
jes and various individuals, alleging a violation of the Sherman 
antitrust law and asking for such injunctions against the companies 
and individuals as were deemed necessary to prevent such violations 
by the various parties involved. After extended negotiations a 
consent decree was entered by the district court, the more import- 
ant terms of which, so far as the control of the baking industry is 
concerned, are as follows: 


The Ward Food Products Corporation is ordered to be dissolved. 


Certain of the individual defendants and the several corporate 


~OBR 4 esol Be 
WoO to Bexsinodtag,: vehi: eceda. 30 ‘gonscda: ‘ond: ats 
tatesodtni Taras baie eefoe Latod eat oF boite, eint: 
Qcod? »haducnios: esd ered SOLsieinpes Ot Solig™ 
iLjznmoo axt 40% aged La30d of BeLse saitsquos ingos, to 
ne one offAw .6.) Gaae got gaa | de® boord tot expe eLonw 
- ‘Stetetetnk fndes oa- O1ca otatareing miltequoo Indes % 
tduOD “Vier Ci Th Sat gRw dE oalay wt bre B.ef baerd to’ 
ered So gsinooted agent no. beastly od bined . sonaifex 

. 3 + ANS eT NO Ton oi Mayle tg ons b vilias 


sieoretal anthooltotnl 
wideregioo Ladmenisncd dra. Lexonad. -beav eift notes neste. 
His eiottqeancs eas .wlinetsq,s ete ELA » Sinead cro 
me LEE te Vitownth toovie wend Desiaepro efw .SeaW . a W 30 | 
vhs redodo0. to #5 ‘ato Semmes So sotdd ont to ataii woot’. 
ato josrib bie wicollie sat: erew onw gen ht ead te gels - 
bites biow sod ot doote bies OL oLsetornod saited 
date Letitia ted wk. bits «fetariedD bre SuaW ipod SE. 
fons .ettok TSLoO Pes ao serad. Lhe wt Rape bf openly Ie bak 
8% Sgtei 6s eLordw sat mo guted in¢nentinod bas Larans®d “ek 
pci dguondld She ean bs od: prelioee) YE smotistegrod we 
ehSe sf 1% toimeoal ne aew SraW st .W sollaregqio) nollie 
oH > tel iexrocted galz;d 218W edt ai vebfLodaeots algnte pn 
2x09 Letnantincd edt ps tobiosoose eLants or eae: 
i Reotetw ,yvetegmod Jedd be ~eote gaétoy eft to tues tog 48x 
ait to ies teq @ as clomm Bs eteh dod 2o bonwo taubiviba 
att to Tze sldetebienoo # to Lig ,oele ,omtt - 20% 
aid yd hefiesanon aay: folsstogiod.grivey LeveneD ard | 
»y G9051 20888 pea Dre braW .& .W gt ree nl enoltietoqrve eat 
Rivas Qe diiw sekteiied O&£ tyods SI SESgo. wor ete bahrots: 
MMOS arity To desea tog OS: o3 secie to Heitasbotq Bserd ’£. 
. ~notess botind eat to hase 


art foe 


Hottutoas id BIT ftw nolan idmoonages, ost 


richest Soxinegte od oF boeuen braW of W OSet Og rain 
Te TOGTC) adtombo-rs boc® bisW arts bielyiet to ofate ‘OF Bo. 


sols Gegto. Gited 2 woteresgus ‘yreve bed NOitsteqres 4 
Veesit aid ed $0 etedmem ests oft toa tteoty oct. bied . Sorts A, 
IGN axtetl yboteenstal etsw estetsones tin foe sbteW sk, 


iJnOS ¢ Laeuteette enom eater oF tehao ms: alsinonitaod He 

ST. A ‘ -OSteor geoa mat boa tarane - Briod Vise + Ts yitnstegqs Baw 
i YF Lups ee SOlvisey & Dalit derommtovop ents 4 Stotereds. te 
“KOO ONS Jentege yloo fon seoméé Lol ¢a tivos taintaep 
ACh O JB Lites ae S17 baw Bas owt ode PONT ARS oats due 
MSO ott fo wolialole « sebeet ge | cilevbivipn, eo 


 nepautetteag eich sanisge agottonshme | Home war to 
obtalore x Npve tnevrexg oF Mia eoon ‘bani 


“S MCitcitopenr bebaotxs aadtA 9) avlow 
Seok etek sad 4 tec00 taputesd only 
a isin — ae Dat ee ede: 


4 
28 


a vingekb of ot penabro ; et ao itesoqxe) soon a 
sagas Leusvoe adlt ‘bea: atnabastien ines 


—-381- 
Bakery Combines and Profits-9 


defendants: are perpetually restrained and enjoined from any act 
that would bring the several corporate defendants under common con- 
trol, or that would restrain or monopolize interstate trade in the 
future. 


The corporate defendants are perpetually enjoined from acquir- 
ing the whole or any part of the share capital of any other baking 
corporation engaged in interstate commerce, where the effect of such 
acquisition may be to substantially lessen competition in such com- 
merce between the corporation whose stock is so acquired and the 
defendant corporations, or tend to create a monopoly. 


The corporate defendants are constituted into three groups, 
which may be called the Ward, General, and Continental groups, and 
these groups are severally perpetually enjoined, (1) from acquiring 
or exercising the control of the whole or any part of the shares of 
the capital stock of any of the corporations in either of the other 
groups and from acquiring any of their physical assets; (2) from 
electing any person as a director or as an officer who is at the 
same time a director, officer, agent, or employee in any of the 
corporations of either of the other groups or their subsidiaries; 
and (3) from entering into any contracts, agreements, or under- 
standings with one or more of the corporations of the other groups 
for joint purchases of materials, supplies, and equipment, or for 
common prices or common policies in the marketing and sale of their 
outpute 


The individual defendants, William B. Ward, Paul H. Helms, and 
George G. Barber, are severally perpetually enjoined from acquiring, 
receiving, holding, voting, or acting as the owners of any of the 
voting shares of the capital stock of more than one of the defend- 
ant corporations and its subsidiaries and from acquiring my of the 
physical assets of more than one of these corporations, and they a 
are severally required and agree to dispossess themselves of all 
voting shares of capital stock in any of the defendant corporations 
and the companies controlled by them, other than such defendant 
corporation and its subsidiaries as any of them may elect to retain 
his holdings in. 


The court retains jurisdiction of the case for such further 
orders and directions as may be "necessary or proper in relation to 
the carrying out of the provisions of this decree, and for the en- 
forcement of strict compliance therewith and the punishment of the 
evasions thereof." 


Financial Results of Baking Companies 


Through direct examination of their books of account and 
through schedule returns extensive data were secured regarding the 
investments, profits, and costs of production of commercial bakers, 
except for the small retail bakers who rarely keep the accounting 
records necessary for determining such facts. Information was thus 
obtained from numerous commercial companies, including all the 
largest ones. The volume of production covered by the figures of 
rate of profit and cost per pound which was included in the commis- 
sion's figures in 1923 was more than 25 per cent of the total com- 
mercial production of the United States reported by the Census of 
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lianufactures for that year. 


Taking all of the wholesale baking companies, the figures show 
that they have averaged in each of the six years from 1920 to 1925 
about 15 per cent on both company investment and total baking in- 
vestment, including in investment all intangible assets and all ap- 
preciation of tangible assets. On total baking investment, exclud- 
ing all intangible assets and recent appreciation of tangible assets 
the return has been much higher, averaging each year around 25 per 
cent for the same period. Since 1920 the investment in the whole- 
sale baking business has apparently been decreasingly productive. 
This is indicated by an almost uninterrupted decline in the volume 
of production and sales per dollar of investment. 


During the six years in question these wholesale companies 
produced several billion pounds of bread at an average cost of 7.154 
cents per pound. On this their sales realization averaged 7.861 
cents per pound, leaving a net profit of .707 cents per pound. 

These results are an average for all kinds of bread, it being impos- 
sible to show separately figures for different kinds of bread, such 
as white, whole wheat, graham, and rye, or to distinguish between 
machine and handmade bread. 


Comparisons of the costs of producing bread in large and small 
plants indicate that on the whole the costs of the larger plants 
were lower, though there were considerable irregularities in the 
resuits for various production size groups for which comparisons 
were made. Comparisons of the costs per pound of producing and 
selling bread for the plants of single plant companies and plants 
of multiple plant companies do not indicate that any decisive ad- 
vantages are obtained merely by operating more than one plant. The 
average total costs per pound of the plants of multiple plant com- 
panies were a little lower than those of the plants of single plant 
cOiipanies, but this advantage largely disappears when the plants of 
the two types are compared by size grouys. Ina majority of the 
Size groups, the single plant companies show lower total costs. 


A comparison of the average costs of producing and selling 
bread by wholesalers (who sell and deliver to retail stores), by 
house-to-house bakers, and by chain store bakers (who sell over the 
counter through their own stoes), shows comparatively low producing 
costs and selling expenses per pound for the chain store bakers. 
The chain stores show also the lowest average receipts per pound. 
This apparent superiority, from the point of view of the consumer, 
of the chain stores over the wholesale bakers, on the average, is 
not removed, but is enhanced, after due allowances are made for 
differences in conditions and costs of delivery to the consumer. 


By direction of the commission. 


C. We. HUNT, Chairmen. 


ee ae . 4 r Wi as tA erty ges 
a pan NAGY : { \ APN ae hea 
+ " . ‘ \y . 
¥ ’ in) 


4 duudttony | sae ei 
ri cad dads 


peaks Wess nee: ‘letneiey. onehen dishakecte. end. 
G&eL. oF OS@L gout BUOY Mie et to: nose. gh. boastevs 
matt gitisled todos: bie tnemteovead ymoquoo adéod mo. toe 
(oO Lis Smo eteata: sid tsngins dis tagateemns Pek webb 
Wil LOR qiirremisevnt- goidiad Letod 10: .atears- old bang 
ateens oldianad to ne toe nhoorgga tneset bas eteees Lt 
tog ¢S Savete taey Hose anizatevs ,terigid sou reed: aga 
-storw edd at tooemteoval anit OSL Gomke. .bobreq ostne e 
wovisoubery yhenivs riya’ need ydinexegqs eed. seoniaud ons 
oMmnlov ent nt entlooh betquitetminy teonle as yd bojack 
ema el cp be ad eovnk to, todLob bainis aelce bai aot aH 
mst riggaroo: Loaadothe aends Hoiveoup: Al weoee ele ‘esl 
hice oy de0p eRats ve wo 93 bodid to phanog moifiid Lewy 
oO. £06, Degetevs noises tise: eolee tients aidd od - 
» Rexksrod. ag etH29 Ow to.-d¢ tote dem a eet vine t _ Dnt 
smog get od a ae baond to: ater ia dla -ot,. SROTSVS ie 962 & 
Hoos, dserd, tn dats dneusttib sot eerugit yletateqes -wo, 
msewhed weg RONATALE:: Od to: deshibiehonens ments: gtootw: etootw 
ans | ebasad Shambara: 


% 
ae = 

= 
bs 


ee: Deis pend ret be Seted: antouborg to. ‘pisco. ons te. ‘ertor 
ea Saas nega add to eteoo ont oLlodw edt.no-. tont ote 
ent NL: a bo Lradugert i sidsteblenco .otew oneds fguord 
moafisgmoo soidw tot equoty exis. noktoubotg : auoltay 

bine ac igubotg to bavoq tog atace odd to. enoaitaqmod. » 
aiteiq BS eeinoqnos daeig, ofan ia bo edenly edt tob boot 
sa evieieeah yee telt etdsoibat tom ob BOLNSUIMIOS: (spk 
sit .asiq:en0 mods otok saiterogo vd ylecom benietdo. a, @ 
ware tagly eLeidtiua to. einalq. ond. io Sruog t9q ateaoo tod #9 
itelg sfonie to atasig edd to oBodd fisid towol 6istil 6 #& 
ie wane by caddy “new atooggse Lb vieotel esotnavbe eidd ty 
ond te. QILtO ta won money exin yd Dbetaquos ets Beg 
aieoe [atot towel wote eetnsqmoo J mele eLante, eit, 8g 


att it Lae dean antoubéxg to @ta00 syateva end to non iv 
a PEM Lister ot teviteb bas Lfee odw) atefaseto 
oft “novo Lloe onw) arsided otode nisdo ya bis ea teaod: DBO. 
arioubeng Wiel Ylovisoiagsiog won e. (eoote. nwo tieds davot 
Sbebobiog tose mindo ont tot bawog neq. peRnegxe paiftles 
pag Loge atgi ooet sgstevs Jaowol etd cople wodes petota 
yeaveaea att Do welt .to taLog. elt govt. eViitoiregus te 9 
ai .o3otevs odd we ebtetad eboaslodw. orld. cove eetote 
one shel oes aooanwolls. oub Setia ~beotadne ed dud 
suiegt 08 edd . ee Totland cotert Presets ork 


aie 


ee es eG tee eae 
mT eek: Fics ee ie Stee 


me 


Reading # . 33 -B83- 
The Asphalt Co.abination 


The visible assets of Asvhalt Co.pany of Amcrica having been 
sold and ¢neir proceeds distributed, . . .it is proper that tne Court 
should be infor..ea of certain matters and tcings relating to tne 
promotion of Asphalt Coupany of Auerica, for such action thereupon 

as toe Court may determine should be taken. Tuc facts nercinaftor 
set forth nave beenascertained through investigations «ade by the 
Receivers continuing from imsediately after their apportionmsnt up 

to the present time. 


Asphalt Company of Auwerica was incorporated under the laws of 
the state of New Jersey, June 28, 1899, with an authorized capital 
stock of $30,000,000, divided into 500,000 shares of the par value of 
$50. each. The corporation was the outcome of plans previously ar- 
ranged by and among some or all of the persons nereinafter mentioned 
as vromoters, the essential features of which were (1) tae transfer 


to the corporation of the shares of stock of certain other corporations 


engaged in tae asphalt business and wore or less competitive in 
character, and the issue to the owners of such shares, so transferring 
their holdings, of Collateral Gold Certificates, in the nature of 

bond obligations of the new corporation in exchange for said shares 

of stock, the terms of exchange being mutually arranged, the shores 

of stock so transferred then being deposited with a trust co.jwoany 

(The Land Title and Trust Company being selected) as security for the 
aymuent of the interest and principal of the said certificates. 

(2) Tne oroviding of working capital for the new corporation by cells 

upon its cavital stock. In the case of the transfer of the shares 

of stock by sowe of the said comoanics to the new corporation, it 

was stipulated that, in addition to tne »urchase price to be onid in 

Collateral Gold Certificates, the vendors should :ave tae orivilege 

of purchasing stock of Asph-1lt Co.vany of Aserica , witnout oremium 

at par, to the amount of 50 per cent of the par value of the stock de- 

posited by them. The following is a list of the corporations wnose 
shares of stock to the amounts and on the terms therein stated were 

transferred to Asphalt Company, and Collateral Gold Certificates, to 
the amounts therein mentioned vaid trercfor: 


See next sneet for chart. 


The evidence in the possession of the Receiver shows that tne 
persons who transferred to Asphalt Comoany of Awerica the shares of 
stock in the above nawed corporations, receiving Collateral Gold 
Certificates of the former coapany taerefor, had been holders of snares 
of stock of some of the companies csrior to the inauguration of the 
plan which was subsequently consumuated of transferring them to 
Asohalt Gompany of Aserica. In the case of some of the comoanies, 
however, some of the vendors who were connected with tne organization 
of Asphalt Couwrany of America as promoters, purchased tae woole or 
some vart of the snares vhich they exchanged for Collateral Gold 
Certificates on tne above terms, after they, with others, had deter- 
mined upon such organization and either while it was in process of 
organization or after it was actually incorporated. The essential 
purpose of this report is to snow to the Court tne facts which have 
come to the Receiver's knowledge as to tnose purchases, and to re- 
comiuend action thereon. 
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Oa wn peenseeadhe nl saci haediiitnsieasrin nsdn parhomnttoany 
TOtaL.....rar,... soared. Price Cost in Cost in 
Name of Company No. of pur- Paid Cash Certificates 


Shares Value chased 


Barber Asphalt Pav- 


ing Co.pany. . . -» .39,000$100.00 38 ,993$300.00 ee $11,697,900. 
The New Trinidad 
Lake Asphalt Couwpany50,000 48.50 49,550 100.00 wap oe 4,955,000. 


50 84.866 $4344.32 ----- 
Alcatraz Comoany of 


West Virgina . . . 800,000 5 GOs tue, JOO 6.00 --~— 4,799,400. 
United Asphalt 

Com any gnke heid 40,000 100.00..39,975 .91.808 -~--- o,670,000. 
Atlantic Alcatraz 

Asphalt Co.pany. . Tow Lee eG 995 1000.00 ---- 995,000. 
Southern Asphalt 

Paving Co.upaiy.. . 250 100.00 245 1020.00 ---- 249,900. 
Alcatraz Paving Co. 1,000 50.00 995 500.00 ---- 497,500. 
Alcatraz Asphalt 

Paving Cowpany .. 1,000 100.00 995 150.00 ---- 149,250. 


Warren-Scharf. Asphalt 

Paving Co.ipany . . SOW) LO OU) 9,483 240.00 5616.42 32,278,320. 
Utica Paving Co. . 250 100.00 245 510.a1 ---- 125.001.45 
Denver Paving Co.. 35,000 1.00 34,950 5.714 ---- 199,714.08 
Soutawestern Alcatraz 

Asphalt & Construction 


SPORE aie te pas vey QQ 100,00. 1,995. 64.16 ‘--+- 127,999.2C 
Alcatraz Construction 
OTe <b 8 wis ae. & h0 3.4500 100..00 1,495 104.31 ---- 155,943.45 


The organization of Asphalt Commany of Awerica appears to have 
been under consideration as early as March 6, 1899, and to have been 
entered upon very siortly thereafter. At tnat time the following 
persons appear to have been holders of record of snares of stock of 
some of the corporations which were subsequently combined in tne manner 
above stated, to about the following amounts: 


Barber Asphalt The New Trinidad 
Paving Co.uipany Lake Asphalt Compan. 


Shares Shares 
AMGiNbs Barber: held: ...« 5507 4394 
Francis V. Greene held. . 900 1822 
George W. Elkins held .. 1831 1639 
OoNdw SiRvicné hela we s..» 2613 3050 
EqmundHayes held ...-. 1364 fh led ds 
Genk ivRobingen held.» «os « 281 997 
E. Burgess Warren held... . 5164 4849 
Wm. L. Elkins held sass 500 --- 


Geo. D. Widener held... 1091 Lee 
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‘Alcatraz Conoany of Denver Paving Co 
West Virginia 
Snares Snares 
Weelvem 1. Urocker neld., ., .)+ 401,320 1863 


Alcatraz Paving Co. Southwestern Alcatraz 
& Construction Co. 


Snares Shares 
Mewseeres). uetta held. ....,. 30 --- 
Harry 0. Spinks held ee an 585 


Some of the above named ‘arties taen acquired shares of stock 
of other companies subsequently turned into the combination, and they 
also acquired siore shares of stock of some of tne companies in which 
they already had interests. Soe of the snares of stock so acocuired 
were then transferred to Asphalt Co.spany of America, when incorporated, 
at prices payable in‘:Jollateral Gold Certificates in excess of the 
prices at which tney were respectively obtained by the purchasers, and 
the Receiver believes that furtner investigation will snow tnat all 
of said shares were transferred by the said ourchasers to Asphalt 
Co.ipany of Anerica at a vrofit. So far as the Receiver knows, no 
disclosure to Asphalt Company of Auierica was made by tne persons who 
so transferred tneir snares of stock to it of the »vrofits received by 
them. All of the above named parties, it is believed, were bene- 
ficially interested in the acquisition of some of said shares, and in 
their transfer to Asphalt Company of Awerica. 


The facts in detail for the consideration of the Court follow: 
As to United Asphalt Co.nany. 


Amzi L. Barber, Francis V. Greene and George W. Elkins each 
transferred to Asphalt Company of America 13,325 shares of stock of 
this coiipany, agzregating 39,975 snares. Amzi L. Barber and George 
W. Elkins each received therefor $1,223,300, and Francis V. 

Greene received $1,223,400, in Coliateral Gold Certificates of 
Asvhalt Compvany of Auerica, the said taree parties receiving as a 
wnole $3,670,000 of said certificates. At tne time of said trans- 
fers United Asphalt Co.ipany was the holder, eitner in its corporate 
name, or by its representatives, of practically the entire capital 
stock of four corporations known as Columbia Construction Company, 
of New York; Trinidad Bituminous Asphalt Company, of New Jersey; 
Standard Asphalt Co..ipany, of New Jersey, and Rock Creek Natural 
Asphalt Company of Kansas. The snares of capital stock of tnese 
corporations constituted its entire assets. The evidence in the 
possession of the Receiver points to the fact that these snares of 
stock were bought by or under the direction of Amzi L. Barber, Francis 
V. Greene and George W. Elkins, with money or obligations furnished, 
Or procured, by them to be furnished as follows: 


For the stock of Columbia Construction Company. . .$250,000 
i" " " Trinidad Bituminous Asphalt Company. . 150,000 
i" " " §tandard Asphalt Cosoany. . bike sas BOO, G00 
" " " Rock Creek Natural Asphalt Co..pany i eee hee) 88: 

$618,000 
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Said purchases were wade between iiarch 21 and August 4, 1899. 
In the meantime United Asphalt Coapany had been organized as a hold- 
ing company, and on July ls, 1899, 13,325 shares of its capital stock 
were issued to Auzi L. Barber, Francis V. Greene and George W. Elkins 
each, making 39,975 shares in the aggregate, issued to thea out of 
a total capital stock of 40,000 snares. The avove 39,975 snares were 
subsequently, on July 15, 189%, transferred to Asphalt Company of 
Awerica for 4s 670,000 of its Collateral Gold Certificates. The first 
sales of the Temporary Certificates standing for said Collateral Gold 
Certificates were in August, 1899, in the neighborhood of 90 per cent 
of par. Taking tne value of tne Collateral Gold Certificates at 
97 per cent of par, the highest price at which said certificates sold,. 
the profit each of the said turee parties to said transaction was 
about $980,601, and to all of them together was about $2,941,803. 
Taking the value of the said certificates at 894 per cent of oar, 
which was their lowest market orice in August, 1899, the profit to 
each of said varties was about $888,853.50, and to all of thes together 
was about $2,666,560.50. 


As to Warren-Scharf Asohalt Paving Cosioany. 


Amzi L. Barber, Francis V. Greene and George W. Elkins each 
transferred to Asoualt Coupany of Awerica 3164 shares (George W. 
Elkins transferring 3165 shares) of stock of Warren-Scharf Asnvnalt 
Paving Company, aggregating 9493 shares out of a total capital 
stock of 9500 shares. They each received therefor $759,360 (George 
W. Elkins receiving $759,600) in Collateral Gold Certificates. The 
said three persons received as a whole $2,278,320 par of said 
certificates. 


The said three persons sad previously purchased from the then 
owners +he said snares of stock at an outlay to them of about $1,500- 
000, and tne said shares were transferred into tneir names on 
July 27, 1899. The transfers of said shares by them to Asphalt 
Company of A.ierica were sade on July 31, 1899, and the aoove men- — 
tioned temporary certificates of said company were issued to them 
therefor. Taking tne value of tne Collateral Gold Certificates at 
97 oer cent of par, the profit to each of the said three parties to 
said transaction was about $236,579, and to all of them together 
was $709,970. Taking the .arket value of the certificates at 893 
per cent of par, the profit to each of the said parties was aoout 
$179,627.20, and to all of them together avout $539,096. 


From certain papers in the possession of Receiver it would 
appear that the woneys necessary to ourchase said snares of stock 
from the preceding holders were contributed bv the following 
parties in the following proportions, and the Receiver believes 
that distribution of Collateral Gold Certificates was sade to said 
parties in proportion to tnreir contribution to purcnase money as 
follows, and tnat trey shared the vrofits proportionately: 


. Seote we pen 
an tule a 6 
to Fis cn 
Steyr . che HSS be i ¥ 


_ .. tO MOnqnom Piadgad ax betigtanstt ett 
“eee cone ie ‘seedaolTigseg plod {sretalted », OF 

HL ) tatetelod Sise Wot earibaste ange coggal ¢ 
— "60.08 To bootteddsten exn¢ 7 fauk al ovaw. 2 
Niece @oteolt inca bion: istatel ab Mor Re a pe eee. gad 4 
L968 - aot eal tidton Ofsa doinw ta Solty taadain edt. Fo 
One SOlvegeasit bise o¢ ee ttasg . Betcyt bisa ont . : 
e086 TO 8G Leg ase Tectegot heat to fis of bas , 0s 
eTee 30 dae * | $82 te peteefttites hiss ec} ta ok 
OF sparta eat eet Favawd ai gotta texts. taewel 
tanteasor LOont. to Lia ot bas 08, 6a8, hdd weds ‘BEW eoltte 


caecaie 200, 


vege: oo gaivad Hadcah tseMage 


tos8 antale e Sete) bes or Sea 2 atos eat 08d 
” ' TORO } 26 tala base Ss ceding Yrtag 09 éiscvad 
tLacoeed te SCOR eT eW to. teorge . ‘. iC vara GBLe grke 
desaees fas OF .B Te # ine aS tGRe Bag acizenas33e ‘ 
e200) 088 ,@cT@ to terans Pevisost dose veAt “ .ea%, 
at ,8@7S8OLt hi Tep Boo Bie tal foo at foea, ear 
£88 IO sho OBE .BVE OR etery § 6 aS: paviags ae 


be: Biot eievonyera: Be Ane teq. ‘pase 

Q- Hens of felrue oa te gape. to: setsie Ht 

30 hoag otnd etre tenant 6°69 aeiste Bise: 

Gea Oe Ne Yd getsie Hise to pustenets gat ,e 
pur! iy oe 


Yous etd: bag 1988L . fb ov ipt, A 9be:. otew Bot tei: 
ES) OF Daves! stew vmec to Hise to setes tists. Ytst 
'B estsoltitted BLop fstetsalfo8 ont te sufev sat gaits? 
S927 (BY eatd# bisa alt te 96S o¢ Pitter ea2 | ,t8a to. 
condeRot meade te Lhe oa bag .evd,a 568 tuoas new melts 
e038 te poteOLtegeg ey Te eulay toate. O28 . Bieter ag 
TuOd Ss Bey seitied Bisa 6 


Ut 76.8988 of Fi tong. ang. Sa 
»O0O,RESG suoaw tectexod. wsdd to Lie. ae ‘pas. 


DLisow ez TO¥£990R Fe. 2a, ienees BBO eat ns atsqeo altar ys 
dalaal te Bete iige Sassotue or: ¥tesaesogr ayenon, eld. 
iwolflot ead. ye | Ootudttinog agew etebioen nebep 
. dove itet tow ldooh aks bik  PLOLFEEGO tq gotwollot edt 
Hise of eben: gay ees Peortiizwd blood: Bot ellog to nofttud 
' 88 YORGR 68 Bou, ae eobfud i ttned giacd oF bein 
 P¥dad etry etae ager ett tonn, one vida. bad 


crs 


7 


-387—. 


Payment of Distribution of 


: Purcaase Collateral Gold 

Money Certificates 
OLE Nee ats a 6d ia dawn eee oO $176,130 
Ae Wea Barber ja. Ei RONEN TD ar oe RO Rg 334,426 
Dake Aes ha) 6 Ra Qe ae me 50,550 76,836 
Pamund HAVER wena hss i we 6 woe Le 64,950 98,724 
DE OC OL NMOL «4 ne Ae de mea yee, oS 20,325 30,894 
Pee MAPANLCOUCL\ <p cairns bommatoey nd (e8_000 75,696 
E. B. Warren “Ge Nino ei RED” amy aU Ne 8 Fe BGT Le 327,294 
Beeeeee KIS danke - wae Hare ce ms eo, seed sQ00 380 , 000 
Be ETRE Sw obs ails ke pA aw < oe ~lOO 380 , 000 
IMS yo LEME T in € Said ewe maw ed eH. € hr pee» QUO 380 ,000 


As to The New Trinidad Lake Asphalt Company, Limited. 


Shortly after the organization of Asphalt Co.apany of Auzerica 
was orojected, the Board of Directors of Barber Aspnalt Co.jipany, 
which comoany owned 1718 shares of the capital stock of The New 
Trinidad Lake Asphalt Comoany, Limited, caused said shares to be 
offered for sale to its stockholders. This action was taken pursuant 
to the authorization of its Executive Committee, acting as a Board 
of Directors, on March 15, 1889, the said Board of Directors being 
composed at the time of tne following persons: J. J. Albright, 

Amzi L. Barber, Francis V. Greene, Edmund Hayes, 0. K. Robinson, 
George D. Widener, George W, Elkins, E. Burgess Warren, and P. W. 
Henry. 1638 of the said shares of stock of The New Trinidad Lake 
Asphalt Company, Limited, were tiereupon brought by the stockholders 
of Barber Asphalt Paving Co:uapany at the limit fixed by the Executive 
Committee in its resolution for their sale, to wit, $48.50 per share. 
1515 of the said shares so bought were purchased and paid for by the 
following versons who were also Directors of Barber Asphalt Paving 
Company at the rate of $48.50 per share,to wit: 
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After said purchases of said shares of stock at $48.50 ver 
share, they were transferred to Asphalt Company of: A.werica at the 
valuation of $100 per snare and Collateral Gold Certificates were 
received in exchange tnerefor to the aiuount in the aggregate at 
par of $151,500. 


The Receiver believes it can be established that the said 6 
parties snared in the profits of said purchases and sales in pro- 
portion to their said holdings. 


Taking the Collateral Gold Certificates at 97 per cent of par, 
the profit to said parties from tne said purchases and transfers 
amounted to $73,477, Taking the value of the Collateral Gold 
Certificates at 894 per cent of par, the profit to the said parties 
amounted to $62,515. 
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As to Alcatraz Comoany. -388— 
Williaa H. Orocker transferred to Asphalt Co.ipany of A.erica 

on or about August 3, 1899, 799,650 shares of the capital, stock 

of Alcatraz Company of West Virginia. Prior to tae for .iation of 

the plan of organization of the Asphalt Comoany of America tne said 

Crocker was the holder of record of 401,320 shares of said | 

comoany, the oalance of the noldings transferred by aim to Asphalt 

Cojveny of avierica, to wit, 398,330 shares, saving been acquired 

by him after March 8, 1899. Tue Receiver has not as yet peen 

able to obtain information as to the amount vaid by the said Crocker 

for said 398,330 snares transferred into his name after tne organi- 

gation of Asphalt Company of Auwerica was determined upon, nor wnat 

profit, if any, was sade by Aim on the purchase or otner acquisition 

by him of seid shares and the sale thereof to Aspaalt Comoany of 

Aucrica.. The said saares, with the otner snares previously held by 

him ($5 par value), were transferred to Asphalt Company of Auerica 

at tne rate of $6 per share, payaole in Collateral Gold Certificates. 

The actuel sum received oy nim in Collateral Gold Certificates 

for tne szares obtained by him after the olan of orzanization of 

Asohalt Co.woany of Auerica was determined upon was at par $23, Goes 900% 

The Receiver has reason to believe that a substantial profit was made 

by the said Crocker in said transaction. He is advised that tne 

relation of the said Crocker to tne enterprise was that of a promoter, 

and tnat waatever »rofit was obtained oy nim he is in law cbliged 

to pay to the Receiver of the Asphalt Company of aneric2. 


As to Desaver Paving Co.w.oany. 

The said William H. Grocker transferred to Asphalt Comvany of 
America 28,725 snares of Denver Paving Company stock.at tne rate 
of $5.71 4238/1000 ver share (the snares being $1 par) and received 
in eachange therefor at oar $164,143.69 in Collateral Gold 
Certificates. He was tne holder of record »rior to tae foruation of 
the plan of organization of Asphalt Company of America of only 1863 
of said shares. Tne balance of his holdings transferred to Asphalt 
Company of Awerica as aforesaid, 26,862 snares, appears to nave 
been acquired by nim after the plan of organization of Aspnalt 
Company of America was entered upon. The actual sum received 
oy him in Collateral Gold Certificates for said shares, so as 
aforesaid subsequently obtained, was at par $153,496.98. The Re- 
ceiver has reason to believe that a substantial profit was made by 
the said Crocker in the snid transaction. He is advised that the 
relation of the said Crocker to the enterprise was that of a oromoter, 
and that wiatever orofit was obtained by him, he is in law obliged 
to oay to the Receiver of Asphalt Comnoany of America. 


As to Alcatraz Paving Company. 


William J. Latta transferred to Asohalt Couoany of Aserica, in 
July, 1899, 305 shares of Alcatraz Paving Co.oany ($100 par) at the 
rate of $500 per share, payable in Collateral Gold Certificates of 
Asphalt Comoany of America. The actual sum received by him for 
the said shares, payable in Gollateral Gold Certificates at par 
aforesaid, was $152,500. Prior to the formation of tne olan of 
organization of Asphalt Co.pany of Aserica the said Latta was the © 
holder of record of only 30 of said shares of stock. He appears to 
have acquired 375 of the shares transferred to Asphalt Coznany of 
America as aforesaid after said date. The actual sum received by 
him in Collateral Gold Certificates for said 275 siares was $137,500. 
The Receiver has reason to believe that a substantial profit was 
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made by the said Latta in said transaction. He is advised that the 
relation of tne said Latta to the enterprise was that of a oromoter 
and that whatever profit was obtained by him he is in law obliged 
to vay to the Receiver of Asphalt Comoany of America. 


Ks to Southwestern Alcatraz Asphalt & Construction Company. 


Harry C. Spinks transferred to Asphalt Company of Auwerica on 
or about August 10, 1899, 1995 shares of the stock of the South- 
western Alcatraz Asphalt & Construction Cowpany at the rate of $64.16 
oer share, payable in Collateral Gold Certificates of Asphalt 
Comoany of America. He received therefor in said certificates at 
par $127,999.20. The said Spinks actually held of record vrior to 
the entry upon the plan of organization of Asphalt Coupany of 
America only 585 of said shares. The evidence in the Receiver's 
possession indicates that he obtained from various other persons 
after said date 1410 of said shares which he transferred to Asphalt 
Gomoany of Awerica upon the total consideration payable in Collateral 
Gold Certificates at par $90,465.60. The Receiver has not as yet 
been able to ascertain what profit the said Spinks made out of the 
purchase of said shares and the transfer thereof to Asphalt Company 
of America. He is advised, however, that the relations of the 
said Spinks to the organization of Asphalt Comvany of America were 
such that he is obliged to account for and pay over whatever orofit 
he oodtained in connection wits the said transaction. 


From the facts which have come to the knowledge of the Receiver 
he believes that some or all of the parties above named, to wit, 
Amzi L. Barber, Francis V. Greene, George W. Elkins, J. J, Albright, 
Edmund Heyes, C. K. Robinson, E. Burgess Warren, William L. Elkins, 
George D. Widener, Sydney F. Tyler, William H. Crocker, Willian J. 
Latta and Yarry C0. Spinks, can be established to nave been »oromoters 
of Asphalt Company of A.werica, and that tiey made profits in con- 
nection with its organization in the aanner above stated, wnich they 
are obliged to account for, and t1a% they can be compelled to account 
for and pay over the same. He therefore recommends, the oremises 
considered, that he be authorized by the Court to take sucn proceed- 
ings against the said parties, or any of them, by suit or suits in 
law or equity, as he way be advised are proper, and as he may deem 
expedient under the facts as taey exist and shall be made to appear 
upon further investigation, with a view to collecting all profits 
that were made by the said persons, or any of them, in connection 
wito the organization of Asphalt Company of America and the transfer 
of securities to it. He also recommends that he be authorized to 
bring like proceedings against any other versons wnom he may here- 


after ascertain to have obtained such vrofits. 


He respectfully calls attention of the Court to the fact taat 
an Act of Limitation was passed by the Legislature of the state of 
New Jersey at the last session, aporoved the 8th day of April, 1903, 
wnichn limits the oeriod during waich suits may be brougnt against 
directors, officers, promoters and other agents of corporations of 
the state to recover unlawful profits made by them, to the veriod 
of four years from and after the making or receipt of such profits. 
A saving clause being, however, incorporated in the said Act which 
permits such suits which otherwise would be barred to be brought 
within six wonths after the Act took effect. The result of the 
passage of the said Act is that proceedings against promoters in 
connection with Asphalt Company of America witn a view to tne 
recovery of unlawful profits obtained by them as the Receiver is 
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-39")_ : 
advised, must be begun before October 8, 1903. He tuerefore re- 
spectfully urges upon the Court the desirability, if it saould seem. 
proper that the Court instruct that zny suits of this kind be 
brought, that the authorization to him to so vroceed be given forth- 
with. | 

Respectfully submitted, 
Henry Tatnall, 
Receiver Asphalt Company of Asierica 


duly 6, 1903 


It is scarcely to be expected that a company launched under 
the conditions described in the foregoing report should nave 2 
successful career. Two reorganizations promptly followed in less 
than four years. The original Asphalt Comvany of Anerica, organ- 
ized in July, 1899, acquired the stocks of a large number of com-— 
peting concerns, issuing in payment therefor $30,000,000 of collater- 
al trust bonds. These bonds were issued on the sedurity of the 
Stock so acquired. The next step was to assure the control of the 
enterprise by the promoters througa ownershiv of 2 majority of 
the capital stock. Accordingly practically all of tne orizinal 
stock subscriotions were taken in the name of two dumuies. A large 
part of this issue of original stock was immediately turned over 
to the promoters, giving them virtual control of the enterprise, 
The stock was not vaid for in full, but an amount equivalent to 20 
per cent of the par value, which was $50 per share, was actually 
Paid. The funds to meet this vartial payment on the stock held by 
the promoters were raised by a sale of tne balance of tne stock 
not neld by insiders to the vubdlic at prices ranging as jigh as 
$19 per share. Thus did the promoters acquire control of the hold- 
ing company without any additional investment on their vart; and 
at the same time possess themselves of a volume of oonds, which, 
On the basis of the excessive payments described in the preceding 
report, proved iore than sufficient to absorb the entire earnings 
of the consolidation. 


The existence of a stockholders' liability for the renaining 
four-fifths of the par value of the capitalstock was the cause of the 
Speedy reorganization of the company in May, 1900. By reason of 


fraudulent and reckless accounting, as partially indicated by our 


preceding reprint, the inevitable bankruptcy of the parent company 
was hidden from the public temporarily. In brief, the Asphalt Com- 
pany of Awerica was superseded in May, 1900, by a new company entitled 
the National Asphalt Company. This new corporation issued $6,000,- 
O00 of Collateral Gold Certificates which were used to take up the 
stovk of the old corporation. In addition, its own capital, amount-— 
ing to $22,000,000, was used tn part to acquire control of formid- 
able competitors who had invaded the field, and in part as a oonus to 
secure deposit of the old underlying bonds. In December, 1901, this 
Company, in turn, went into the hands of a receiver. Then began 

a long series of suits and countersuits in connection with the 
activity of a reorganization committee; which, judged by results, 
seems to have been working in the interest of insiders. The outcome 
of the matter was the final organization in May, 1903, of the 

General Asphalt Comoany which acquired the properties of its predeces~ 
sors, sold at auction for a trifle over $6,000,000. This General 
Asphalt Comcany was capitalized at $31,000,000, in place of $60,000,- 
000 of stock and bonds issued by the original Asphalt Company of 
America. The troublesome underiying bonds of the first comoany were 
to be retired by exchange for preferred stock; and the common stock 
was issued in part to raise working capital. 
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A oartial recovery of tne enorsous losses py innocent in- 
vestors could be effected only in two ways. Successful suits ageinst 
the oromoters for unrévealed orofits in tae orzanization of the 
co“pany aight be hoved for, following precedents in a nunber of 
recent cases, notably that of the Hast Ten..essee Land Coussny. In 
addition it wes possible that the Receiver might be able to hold 
the original stocknolders liadle for tie onlance of their payments 
On the capital stock of the Asphalt Cowoany of Auvicrica. Tais latter 
should a.ount to about $24,000,000, while at tne same time it was 
hoped taat nearly $3,000,000 could be extorted from the oromoters. 
Tne first of t:cse renedics against the pro.woters, aowever,n1as now 
been closed througa »nurcnase oy the oronoters ticuselves of 211 the 
outstanding bonds. As renvresenting all tne creditors of the coupany, 
they have asked the Court to discontinue the suits. This aas been 
Gons. Morcover, the Receiver has adandoned the attemot to assess 
the stocknolders for treir unonrid cipital stock on the ground 
that such suits cznnot be successfully »orosecuted. Thus close a 
story of freud and financi-l rottenness not less enlightening than 
that of the United States Shipbuilding Co.inany, as showing the 
necessity for provision by law to secure a reasonable a.aount of 
publicity in the finances of monopolistic combinations. -- Ed. 
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Reading No. ° 29 


The Tobacco Monopoly 
History of the Tobacco Combination 
From Report, U.S. Buresu of Corporations 
The Tobacco combination has as its center the American Tobacco 
Company. This company controls tree great subsidiary combinations - 
the American Snuff Company, the American Cigar Company, and the 
British-American Tobacco Com:eny. The American Tovacco Company and 
the other turee combinations each control a large number of subsidi- 
ary companies. The number of commanies in the combination doing 
business in the United States, Porto Rico, and Cuba is 86, besides 
a considerable number operating only in foreign countries. 


The Tobacco combination dominates the tobacco industry of the 
United States. ‘With the exception of cigars, its w oportion of the 
country's output of manufactured tobacco »roducts is substantially 
four fifths, giving it a large degree of monopoly power. 


The magnitude of the combination is further shown by its enor- 
mous capitalization. The said 86 companies have an aggregate capital- 
ization,’ including bonds, of 450,395, 890. A considerable part. of 
this, however, revresents duplication through intercompany ownership 
of securities. The net amount of the stock and bonds of the companies 
in the hands of the nublic (including the directors and all holders 
except the companies themselves), nowever, is no less than 
016,346,821. 


The American Tobacco Company and Its Cigarette Monopoly, 1890 to 1895 


The history of the combination begins with the organization of 
the American Tobacco Company in 1890. This was a combination of the 
five principal manufacturers of cigarettes, and its business at first 
was confined substantially to cigarctte manufacture. he company 
started with a capital of 310,000,000 of peefo:red stock and 
215,000,000 of common stock - an amount vastly in excess of its 
tangible assets, which vere 35,009,000 (including 31,825,000 in the 
form of notes of the individual stockholders). James 3. Duke was 
made president, and from that time to this he has been president of 
the leading companies in the combination od “as largely directed 
its policy. 


dnc American Tobacco Company at its inception secured control 
of over 90 per cent of the cigarette business of the country. It 
Bougnt to maintain this dominant position partly by mad ing o greements 
for the exclusive use of what were considered the best cigarette 
macnines$ the most important of these agreements, howevor, was termi- 


nated in 1895. During this period, 1890 to 1895, the average profits 
of the company wore very large, exceeding four million dollars annually 


The Plug-Tobacco Var, 1894 to 1897 


The American Tobacco Company carly began to extend its domination 
to cover oth or branches of the tobecco industry. In 1891 the euthor- 
ized capital was increased to $35,000,000. Of this increase 36000000 
wes common ond 34,000,000 perferred stock. In this year thecompany 
bought two importsnt concerns monufacturing smoking tobacco and snuff, 
another manufacturing plug chewing tobacco, and a fourth which was. 
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the pw incipal manufacturer of cheroots in the United States. During 
the period from 1894 to 1897 it developed its plug-tobacco business 
with such a degree of success:that ultimately its leading competitors 
in that branch were forced into combination with itself. 


In wursuit of its policy of expansion the American Tobacco 
Company, particularly after 1894, sold plug tobacco at greatly reduced 
prices. its lcading’ fighting brand bore the appropriate’ name of 
"Battle Axe". At one time this brand was sold to jobbers as low as 
13 cents per pound, which, considering the revenuc tax, was tlow the 
cost of production. The company's immense profits from its cigarette 
business furnished the neans for conducting this expensive competitive 
struggle, in which scveral millions were sacrificed. The American 
Tobacco Company's plug business incrvcased swiftly, and by 1897 it 
had more than one fifth of the total plug output of the country. To 
enable the company to fill its orders, an additional vlug plant was 
purchased in 1895, and another crected. 


The Plug-Tobacco Combination, 1898-1899 


By 1898 a number of the leading indpe ndent manufacturers of 
plug tobacco had wearied of the fierce competitive struggle and were 
prepared to consider propositions for combining their interests with 
those of the American Tobacco Company. The first negotiations, early 
in 1898, were, however, unsuccessful, partly by reason of the increase 
in taxes during the Spahish-American war, which appeared to the finan- 
ciers who were promoting the enterprise likely to interfere with its 
profitableness. Shortly thereaftcr the American Tobacco Company 
bought outright two important plug-manufacturing concerns - the Brown 
Brothers and Drummond tobacco companies, of St. Louis. This greatly 
strengthened the nosition of the American, and it apparently determined 
to renew the vigorous competition of the preceding years against its 
powerful rivals. For this purpose the price of "Horseshoe", the 
leading brand of the Drummond concern, was sharply reduced. 


Before this new competitive fight had become very active, however, 
further negotiations for combination began. Tre plug combination, 
known as the Continental Tobacco Company, was organized on Deco2mber 
10, 1898. It took over the plug business of the American Tobacco 
Company , including the Brown and Drummond concerns, and alm that 
of six leading competitors, while a few months later the most import- 
ant competitor of all, the Liggett & Myers Tobacco Company, was also 
brought into the combination. Several of the concerns acquired had 
also a large business in smoking tobacco. Although the American 
Tobacco Company did not at that time own a majority of the tock of 
the Continental Tobacco Company, the men connected with the American 
were, from the vory first, dominant in the Continental's directorate. 


The Continental Tobacco Company issued at the time of its organ- 
ization 162,290,700 of stock. This amount was still further increased 
in April, 1899, by reason of the acquisition of the Liggett & Myers 
concern. ‘the total issue then became 348,844,600 of weeferred stock, 
and °48,846,100 of common stock, or 397,690,700 altogether, an amount 
which thereafter remained unchanged. The company was greatly over- 
Cavitalized, the common stock being issued wholly as a bonus. Much 
the greater part of both classes of stock was given directly in 
excnange for the property and business acquired. The company issued 

9,157,106 of preferred and a like anount of common stock for the 
property and business turned over by the Amorican Tobacco Company $ 
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17,500,000 cach of pweferred and common for 5,000,000 in cash and 

the property and business of the Liggett & Myers Tobacco Company; 

and 313,456,100 in preferred and 316,207,500 in common stock for the 
property and business of other concerns. From the beginning the 
American Tobacco Company had complete control over the new combination. 


Entrance of Financiers into the Managoment 


The acquisition of the Liggett & Myers Tobacco Company by the 
Continental, just referred to, was part of a serics of transactions 
which had a most important influence upon the personnel of both the 
American and Continental tobacco companics. During 1898 a group of 
powerful financial interests, including Thomas F. Ryan, P. A.B. Wide- 
ner, AN. Brady, W. C. Whitney, and Thomas Dolan, bought up the Black- 
well’s Durham Tobacco Company, an important manufacturer of smokirg 
tobacco, and the National Cigarette and Tobacco Company, combining 
them under the name of the Union Tobacco Company. TI hey also secured 
an option upon a mntrolling portion of the stock of the Liggett 
Myers Tobacco Company, control of which of course was vory important 
to the new plug combin.tion. Mr. Duke «and his associates in the 
American and Continantal companies realized the scriousness of the 
possible competition of the Union Tobacco Company interests, backed 
by these wealthy financiers. They therefore entered into negotiations 
with these financiers and bought out the properties >othey mntrolled 
at a heh price. Inthe Spring of 1899 the assets of the Union Tobac- 
co Company proper were taken over by the American Tobacco Company in 
exchange for 312,500,000 common stock. Shortly afterwards, through 
another syndicate, composed in part of the men above mentioned, but 
also including J..3. Duke, OH. Payne, and H. D. Terrell, the Liggett 
& Myers Tobacco Company assets, together with $5,000,000 in cash, 
were transferred to the C ntinental Tobacco COmpany in exchange for 
$17,500,000 of its mmmon stock and 317,590,000 of prererred’stock. 


These transactions were important, not only because they still 
further inflated the capitalization of the two companies, but becayse 
they resulted in giving a very large stock interest in bot to the 
financiers who had organized the Union Tobacco C mpany e fost of these 
men shortly thereafter entered the directorate of either the American 
or C nt inental company, or both, aid from that time on have been 


important factors in the control of the entire Tobacco combination. 


Already before this time there had been marked changes in the 
directorate of the Amcrican Tobacco C,smpanye The campaign for control 
of a large part of the tobacco industry, which has just been recounted 
had not been favored by most of the leaders in the Original cigarette 
combination. C,nsequently, 

Ginter, Kinney, K;mball, and Emery, (owner of Goodwin & Uo.) had 
practically disposed of their interests in the American Tobacco C m- 
pany by the spring of 1898. Indeed, none of them was a director in 
that company after the spring meeting of 1897, 


This defection of most of the large stockholders among those 
who had organized the original combination found other men, 
possessed of large capital but without previous experience in tobacco 
manufacture, ready to avail themselves of the opportunity offered. 
During the latter part of 1897 and Carly in 1898 Oliver H. Payne and 
H. L. Terrell invested freely in stocks of the American Tobacco 
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Company and were clectcd directors. At about this time Moore & 
Schley New York bankers and brokers, also es ablisnhed close relations 
with the combination. They financed the organization of the Continen- 
tal Tobacco C mpanye These new men, together with tiose vho entered 
the manggement as the result of the Union Tobacco Company transaction, 
have had a powerful influcnce in the subsequent cxz vansion policy of 
the combination, both by furnishing capital and in other ways. 


At the timc of the purchase of the Union Tobacco Company the 
American Tobacco Company paid, out of its accumulated surplus ae 
the wofits: of the sale of ites plug business to the Continenta a 
stock dividend of 100 per cent, or 321,000,000, to its common- Soren 
holders. THis, with the stock issued for the Union, added ‘733,500,000 
tov he company’s capital stock and almost doubled the capitalization 
already existing. From this time on until 1904, the capitclization 
of the American Tobacco Comyany consisted of :54,500,000 of common 
stock and 314,000,000 of preferred stock. 


he Snuff Combination 


Within a short time after the organization of the Continental 
Tobacco Company the combined intcrests obtained control of practically 
ail the lesdine snuff concurns of the wuntry.’ Ever since 1891 the 
American Tobacco C mpany had hed a small snuff busi ness. The C,nti- 
nental had acquired the extensive ies business of the P. Lorr flilard 
Company, and in 1899 the Amorican Tobacco Comeany acquired two or 
three additional snuff concerns. The two compenics together had at 
the beginning of 1900 substantially one third of the snuff ge Siness 
o the country. About two years before this, nowever, a mbination 
of the important strong Scotch snuff-manufacturing concerns ete the 
country had been effected independently of the American and Cont inent- 
al interests, under the name of the Atlantic Snuff Company. The 
output of this concern was greater than that of the Cy, nt inenel 
and AMcrican together. During 1899 a vigorous compe titive wa fare Was 
conducted between these two groups of interests. Harly in 1900, 
however, they came together in the formation of the American Snuff 
Company, which also took in another important concern, the George 
Wf. Helme C mpany. 


The American Snuff C mpany was organized on March 12, 1900. It 
issued (312,000,000 of 6 per cent yeethprod and 311,001,700 of common 
Buock. The naaet as wn and Continental interests (including roe Loridlard 

Company) received 310, 000,00Q. the Atlantic Snuff Company intersst 
910,900,000, and the Holme C mpany 33,000,000 of thé stock. The 
Attantic Snuff Company interésts, however, obtrined three quarters 
preferred and one guart wr common stock, while the Amcrican’T obacco 
Company interests received only one quarter preferred am three. 
quarters common. The common stock wns at first considered of much 
mess value’ than the preferred; but with the growing prosperity of 
the busincss arising largely from the almost complete monopoly the 
common stock has now become the more valuable. It has paid regularly 
for several years 10 per cent dividends, while the company has c2lso 
accumulated a large surplus. 


The Combination's Control of the Industry in 1900. 


The organization of the Continental Tobacco Company, the Amcrican 
Tob2cco Compe ny's acquisition of the Union Tobacco Company ad of 
Pier meercoris 19 1899, and the formtion of.the Amorican, Snuff 
Company a at once raised the Tobacco combination to a dominant position 
in the manufacture of all the important kinds of tobacco oxccpt cinrs. 
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See as00 the wmbination.had 62 por,cent’ of the national output of 

plug tobacco ond 59.2 por cont of the ow put of smoking tobacco; in 
1901 the first full year of tho American Snuff Cempany, it nod 8012 
per cent of the outyut of snuff. In 1897 the Amcrican Tobncco Company 
Hea controlicd barcly a 7ifth of any one of these mioducts. The com- 
b nation, moreover, still retained substantially a2 monopoly control 
Over the cigarecttc business, making 92.7 per cent of the mtionnal 
Purput in 1900. 


The Cigar Combination 


Last of all the combination turned its attention to the cigor 
business, the most important of all the branches of tobacco mnufac- 
ture, but =lso the most difficult in which to make an cffective com- 
bination, because of the immonse number of concerns in the trade. 


Since 1891 the American Tobacco Company had had a considerable 
business in tie manufecture of cacrpots, but had made no ordinary 
Cigarse Soon after the organization of the Continental Tobacco Com- 
pany, however, the American began plans to enter the cigar business. 
Inasmuch as it had. found that it position in the cigarette business 
had been greatly strengthened by the control of machine patents, 
it began experimentntion with machines for miking cigars. Up to the 
present timc, however, machinery has become of comparatively little 
importance in the manufacture of any but the cheaper types of cigars. 
Nevertheless, the Amcrican Tobscco Company interests in 1901 entered 
extensively into the cigar business by, the ,orgenization of the 
American Cigar Company. 


This company, incorporated January 12, 1901, started withan 
2uthorized capital stock of 310,000,009, of which 99, 965,000 was 
issucd. The Continental am American tobacco commanics cach took 
29,500,000 of the stock. Soon aftoruards $10,090,000 of ten-year 
gold notcs were issucd by the Amcrican Cigar Company, guaranteed 
by the same two companics. In 1905, 310,000,000 of preferred stock 
was issucd. 


The American Cigar Company took over.-the greater mrt &the 
cheroot and small-cigar business of th American Tohacco Company, 
and yrocceded tomy up a number of existing cigar manufacturing 
concerns. The most important wes Powell, Smith & Cow, anarrange- 
ment for the absorption of which had been made even before the organ- 
ization of the American Cigar Company. Another important acquisition 
was that of the Havana-American Company, & combination which had 
been established by other interests in 1899 md which controlled -, 
an annual output of about 100 million higi-grade cigars, chicfly 
made from Cuban tobacco. 

The acquisitions made by the Amcrican Cigar Company in 1901 
immediately made it the largest single mmufacturer of Cigars in the 
country, but it did not then possess, and has never since possessed, 
any large proportion of the total Cigar business of the United 
States. During the years 1901 to: 1903, however, it ereatly increased 
its output, though only at the expense of heavy JOSSES, .duc....to 
oxtravagant advertising and schemes cand deals in connection with the 
American and Continental companiecse In 1903 it had about one sixth 
of the cigar outpvut of the United Statoas. 


p The new capital made available by the Consolidated Tobacco 
vompany, which was organized soon after the Amcrican Cigar Company, 
72.8 in part uscd in this expansion of the Cigar business, 
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The Consolidated Tobacco Company, 1901 


The Consolidated Tobacco Company, organized in Junc, 1901, still 
further cemented the union bectwceen the two principal om mpincttions- 
the American=nd Continental companics - by acquiring nearly the 
entire amount of the common stock of both. The Consolidated also 
gave still more complete control tothe few men who were ar ady the 
leaders in tic management and gave them the surplus wofits of the 
business. An immediate object, hovever, was to secure additional 
Capital for the cxnansion of the business of the combination, partidu- 
larly in the cigar industry and in foreign countvrics. 


The Consolidated Tobacco Company had at the outset a capital 
stock of 330,000,000, which was paid in in cash; this was increased 
to 540,000,009 at the end of 1902. Immediately after its organization, 
the C nsolidated issued acircular, giving the names of its directors, 
who were mostly men already in the directorates of the other two com- 
panies, and offering to exchange its 4 per cent bonds in equal amounts 
forthe common stock of the Continental Tobacco Comnany, and to ex- 
change t hem at the rate of $200 for 5100 for the common stock of the 
American Tobacco Company. The offer was yromptly accepted by nearly 
all the stockholders. Ultimately the amount of bonds issued by the 
Consolidated for this purpose became 3157,378,200, with which 
54,274,550 of American and 348,829,100 of Continental common stock 
were acquired. he exchan-e of a double amount of bonds for the 
American Tobacco Company stock meant, of course, a still larger 
Overcabitaligzation as compared with the actual investment. 


The owners of the stock of the Consolidated thus acquired effec- 
tive control of both the American and the Continental, and became 
entitled to all the wrofits of both in excess of the fixed amounts 
required for dividends on their preferred stocks am for interest on 
the Continental bonds. This exchange of stock for bonds had appeared 
at the time highly advantageous to the common-stock holders of the 
American and Continental companies. The Continental common stock 
had never paid a dividend, and during much of the time had sold at 
between 320 and 330 per S100 share; the holders were now guaranteed 
4 per cent on the par vallue. The American Tobacco Company's common 
stock, since the declaration of the 100 per cent stock dividend in 
1899, had paid only 6 per cent, and the exchange was e quivalent to 
&@ guaranty of 8 per cent. The actual earnings of the company were 
about 9 per cent. 


Nevertheless, the transaction actually proved enormously profit- 
able to the men who organized the Consolidated Tobacco Company. Those 
men had been for the most part in the directorates of the American 
and Continental companies, and they were in a far better position 
than most outside stockholders to forma correct judgment as to the 
probable great increase in profits that was likely to occur in the 
néar future. 


The probability of such an increase in profits lay in the changes 
in the internat-revenue taxes on tobacco wooducts. Those taxes 
had been greatly increased in 1898, to provide funds for the Spanish 
War. Already, before the organization of the Consolidated, Congress 
had passed an act to reducé the tax on "manufactured tobacco" fil wien 
chewing and smoking tobacco) and snuff from 12 cents to 9.6 cents 
per pound md that on cigarettes from $1.50 to $1.08 per thousand 
(54 cents for cheap grades). This reduction was to take effect on 


ao 


July l, 1901, or a few weeks after the Consolidated was established, 
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Presumably, also, the directors of that mncern foresaw that the 

tax on manufactured tobacco and snuff would be still further reduced 
later, tobring it back to the basis which had existed before the war. 
This actually occurred in 1902, when it was made 6 cents. When the 
tax had been advanced, the manufacturers of tobacco had barely been 
able to raise prices sufficiently to recoup themselves; but the men 
connected with the Consolidated evidently foresaw that prices would 
not have to»,e reduced dy an amount at all commensurate withthe re- 
duction in the taxes - particularly in view of the large provortion 
of the business now possessed by the combination and its consequent 
large measure of control over prices - and that consequently tofits 
would greatly increase. 


Such, in fact, proved to be the.case. On the basis of the. rate 
of earnings of the American and Continental prior to the formation 
of the Consolidated, it would scarcely have been possible to pay 
dividends on their preferred stocks and interest on the Consolidated 


bonds. Durin~ the three years and four months following the organizas 


tion of the Consolidated, however, the earnings of the two companies 
were sufficient to pay those Charges and also to leave a DOLL. OT 
fully 330,000,000 to the Consolidated on its investment of $30,000,000 
(part of the time $40,000,000). That company during this wriod of 
time paid 36,000,000 in dividends, accumulated a surplus of $17,000,000 
and substantially became entitled also to the increase in the surplus- 
es of the Amsrican and Continental Com anies, amounting to oer 
27,000,000. 


The benefit of this increase in profits was, by reason of the 
organization of the Consolidated, largely concentrated in the hands 
of afew men. This is seen in the face that immediately after the 
organization of the Consolidated more then half of its shares were 
held by six men - James B, Duke, A. N. Brady, 0. H. Payne, Thomas 
Me ayer oP. A. 3. Widener, and William Cc. Whitney. Through the 
ownership of the stocks of the American and Continental by the Con- 
Solidated, these six men were, moreover, in position to dominate the 
entire combination. The same Siz men had just previously owned 
only a minority of the stocks of the American and apparently very 
little of the Continental, though they had been v ry powerful in the 
Menagenent of both. Most of thece men, it will be owscrved, were 
the financiers who Had entered the combination in 1898 ad 1893. 

They and a few associates had Supplied the greater part of the new 
Capital now made available for the Cxpansion policy; but they did so 
only because it was evident that, through the organization of the 
Consolidated, they might enormously increase their power and their 
share in the prospective profits of the business. 


The British Campaign of the Combination, 1901-21 
Combination in the Cuban Cigar Business, 1902 


Another direction in which expansion was now sought was in cigar 
manufacture. Hore, too, the new capital furnished by the Consolidated 
was uscful. Aside from the activity of the American Cigar Company 
in the domestic trade, alrcady referred to, that company now undertook 
to secure a dominant position in the important cigar business of Cuba. 


Harly in 1902 it bought two large factories at Havana, combining 
them under the nano of H. de Cabanas y Carbajal (Incorporated). This 
company issued 31,500,000 of Stock, all of which was held by the 
American Cigar Company. hortly afterwards, on May 28, 1902, the 
favana Tobacco Company was organized. It took over the Stocks of 
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Henry Clay ard Bock & Coe, and the Havana Commercial Company, two 
combinations which had been formed by indesendent interest s some time 
before, and also that of the Cabanas y Carbajal Comvany. ihe new 
corporation issued no less than 330,000,000 of common pag and 
55,000,000 of preferred, togcethur with a7, 500,000 of bonds. The 
American Cigar Company received for the $1, 500, OcO of Cabanas y 
Carbajal stock ‘320,000,000 of common stock of the Havana Tobacco 
Company and 32, 625, 000 of its bonds. The common stock had little 
value, except for purposed of control, and has never paid a.dividend. 
The Havana Tabacco Company from the outset controlled a brge proportion 
of the manufacture of cigars in Cuba. 


The American Cigar Company also turned its attention tothe manu- 
facture of Stogiecs, a cheap form of cigar. A combination called the 
United States Cigar Company had already been made by leading stogie 
manufacturers, independently of the Amcricen Cigar Companys LWeLyOS 
the Amcrican Stogic Company was organized, issuing }3976,000 of prefer- 
red stock md 310,879,000 of common stock It took over the assets of 
the ea rlicr combination, giving for them $976,000 in preferred stock 
and about 32,500,090 in common stock. The majority a? the common 
stock, however, was given to the American Cigar Company. The company 
was en>rmously overcapitalized, and this stock had little value excenvt 
for purposes of control, and has never paid a dividend. 


Merger in the Amcrican Tobacco Company, 1904. 


The control of the wnaces combination continued to be exercised 
tnrough the Consolidated Tobacco Company until October 19, 1904. 
At that time the Consolidated and its two subsidiary companies, the 
American and the Continental, were o11 merged into one company called 
the American Tobacco Company. This merger was prompted in cart by 
the adverse decision of the Supreme Court of the United States in 
the Northern Sccurities case. The Gonsolidated Tobacco Company was 
purely a stockholding company, somewhat analogous to the Northern 
Securities Company. The merger further fortified the dominant posi- 
tion of the men already in control of the Tobacco combination. It 
also served to simplify the organization and the securities of the 
combination. 


The merger was accomplished by giving the securities of t he 
reorganized American Tobacco Company in exdhange for all the securi- 
ties of the Consolidated, Continental, and old American compenies 
wnich were in the hands of the public (this term being used to desig- 
nate all holders except the three big companics themselves), such 
previous sccurities being thereupon canceled, and by the direct 

cancellation of intercompany holdings. The small amount of Amcrican 
and Continental. common stock which was in the hands of the mublic, 
3242, 400, and the stock of the Consolidated Tobacco Company, 

340, 000, 000 were exchanged for on equal amount of common stock of the 
reorganized American. The preferred stock of the American Tobacco 
Company, all of whic: was in the hands of thepublic,; and. thd pert 

of the preferred stock of the Continental Tobacco Comoany which was 
in the hands of thepublic, (about two-thirds of the toto 1), were 
exchanged for 6 per cent bonds of the reorganized American Tobacco 
Company on such avasis as to make the return to the holder the same 
as before. The immense amount of C_nsolidatcd Tobacco Cempany bonds, 
9157,378,200, which had been issucd° against the common stoeks of the 
Amoriocan and Continental Companics, was exchanged dollar for dollar, 
half for preferred stock of the roorganized American bearing 6 per 
cent dividends and half for its 4 per’cent bonds. Tho result was that 


Eee ee ee, hand 


"ial, 


owe: ‘\caentes: Neto daceek 
mls: rena & Geo tet tre hie: a OE mo ‘ i 

f 3 hate at. Serntoa?. Setadead. y ‘agagdnd ott mF; 
“abet Me: romeeo: faon 000 00408. Rare gael: ent: BO: 
~ebaet To G0G,008 he whee tortoget ,potte? 


: ie ea : ee eee OO td's | £0. “04 Oo gOS gas | “eet gd Cine hove coor: ‘enadeod 
: ne De aas dot Siena: old Fo. aoede ponmao to 000,000,681 
| Seer EL / Moods 


stommo ont eabnod-ets: to 600.880, 
oa anit has phochaoo to. bonsai b a 
outnes reese ‘GH? ort yaaqued evonde 
adsO at eiagha to. lesan 


Setar 7 aN 


“ 
Lees B bios i 
Potro “Ey a ts, 8 ae i 4 


we 
bain 


Re et) Xeno ale 
> ee u 


. water: ert Jeg nokinotin ‘otf £ ie ety sels ‘yng D nagid cto 8 
aa) vote: i Ede dds. Ans tag to hae arto aeario: & Sead 
‘ ~ ‘ ~ a ry Rott Bute L ag is 


ne 5.£ OR nh ‘ons 0 ‘witnebnogonnt “a 
eet... bosinsgi ecw: YaogeroD ‘ginods 
6 ateREeon ove: dood JT. . io ote momeoo Po 90040884 Oi | 
foots So% ieTote oie OOO ANPs) foat tok: wth ¥ ts. «MOL Demi dane: 

como o- ONS: Soov det toks oat Pkg dort iomtion sn: me. OCO.D0E 4! 


ht 


aly eve 
Rite 


a yy eta D.. "cBty ieee 5, LUM. ‘ga ere MOVIN BAM: 
Ce Sera cy OLS FEL Boek aootes td berg be xe! Ret i goo eove 
iy Bttg Siete o Bree TOUR, ‘ane bad  Lont ae, t 
PORE > CetactG3. 098 300T 90 ache al ot “At ye atoll 
af 19K%0. od oF, 5 nidmoo. 40 ident h tn 690 saqot ent: to ‘Lot 
HOCL 4CL tedots0 Litany yuegmed “des eso hbesabt foand 
rg «Be i eoany wo vinibiaduva. ons. “es i ‘ke ‘BotsbiLloaned ang 
sLiae Vosges ono, ofa Hbostom Pie S98. sin dnonttaod ods 
ee Pe tt bor (ord. oh Nog toa. sin? ee eto onondol ma 
Te atibn 9 fovea hog ply ls So2 eaeie 7) USTs aF ee 6 notatoob a 


A 
6 
We VAM Hooodtal Hs eB EJ Loan pith SdT . goaeo- aake: intyead 


{ito oct oft etronotenan. J wane 8” a EcotpeO 0 gir bole a 

Leoq  ditiar Ba af eed: ‘t tonzxem od? .ynege 
+t. ited ; »T ‘ort Yo’ Toute ay at. ybrotly com 
ft tO eoks raion oa efS bue woltessitcase edt yYtiigues oe 


ee Po Re ES 2 otee 2 oath, pS WL Y ty. el ‘beste Lqeooon Baw to 
~LEvoog os (Tia 2oF. sean ee. ag Sate mod oondoT ‘naei gon 


eet dng hy Term Bie bic Las: nonktnod 4» botobhicensd oe 
~giBob © tLod eae aidt) offdug: otto eband AE ee 
neon ort "aolnaqme aid oagtd oft teeexe ei 
ay ee bes -jAeieante mec “gpiderecil ied: eels & 
Oi ROE ee aT. agathlod y naqmoototal he 


abet ae th 2: bi Botte. toate sromaog £5 
| AG evry ®: bod abt Lope no ahd :te- “dood | ft 
Qi? 30. .apote -sotmog be tb 500 cia Bee S) hip Pht fia 
hie: ogendo? ‘oo PA cries. op 
: he Sta PAs Ps PoSrer : 

iy pee “ito bis Rett o ee. Penge ‘ons 
hg ee Uioter sh te. obwteds -ows siwodn <3 wae 
‘Be sedok 1 esa eh one DISLLI Bees Oe Be ebaod tao: 4% 
tik old. sob bok. oath ios muuds 


ae 


eee aoge oun OF e6 Bfanc « 
ne bed 7 VALS meat: Oy oat? “bot ebeio an _8 0, Jauoms oerrented 
e Bent 2" pero aie! AFRO oe: ten Soyeri i hanst 


~-400- 


the reorganized Ancrican Tobacco Company had outstanding in 1904 
540,242,400 of ommon stock, 378,689,100 of preferred stock, and 
5136,360,600 of bonds. 


The preferred stock of the new Amcrican Tobacco Company was given 
Ho voting power for the clectionof directors or on ordinary matters. 
The power of the men who had controlled the Consolidated stock was 
thus made even more secure under the reorganization than it had been 
during the existence of the Consolidated Tobacco Company, forattha 
time the preferred stocks of the American and Continental companies, 
which were largely in the hands of the outsiders, had a voting vyower, 
although these stocks were a minority as compared with the common 
stock held by the Consolidated. 


General Policy of Absorption and Domination 


The history of the Tobacco combin-tion thus presented shows 
plainly that the leading »urpose of the men who have controlled it 
has been to dominate the tobacco industry. They started out by wu‘ ac- 
tically monopolizing the cigarette business. With the great p ofits 
derived from that source they carried on a strenuous competitive 
fight in the plug industry, which ultimately forced the leadng com- 
peting manufacturers into combination with themselves. This secured 
for the combination a dominant position in the manufacture, not only 
of plug, but of smoking tobacco. Soon after, the combinatim in the 
snuff industry was brought about, and subsequently a combination in 
the cigar industry. The latter, however, controls only a limited 
proportion of the business. 


The successive combinations which these man have established, 
except that in the cigar business, at the outset took in the bading 
manufacturers and secured a very large degree of control over the 
busmess. That degree of control, however, hasbeen further ex- 
tended by the acquisition, either by direct »vurchase or by securing 
a controlling stock interest, of a very large number of other compet- 


ing concerns The total number of formerly separate concerns and 


combinations which have passed under the control of the Tobacco 
combination is in the neighborhood of 250. This number includes the 
concerns which originally entered the several combinations, but such 
Original acquisitions, though in general they were the largest con- 
cerns, were much less numerous than the concerns acquired subsequent 
to tne formation of the combinations. It appears to have beam the 
policy in fact tobuy up, ffom time to time, y%most competitors whose 
business had become successful. 


he effect of these later acquisitions is best seen in the in- 
crease in the vroportion of the business controlled. In 1900, short- 
ly after the formation of the Continental Tobacco Company, the To- 
bacco Company controlled gbout 60 per cent of the production of chew- 
ing and smoking tobacco in the United States. In 1906 it controlled 
S1.8 per cent of the chewing tobacco and 70.6 per cént of the smoking 
tobacco. Its proportion of the manufacture of snuff increased from 
Svea per cent in 1901, the first full year of the operation of the 
American Snuff Company, to 96 per cent in 1906. 


A significant feature of many of the acquisitions of the combi- 
nation, particularly during the period from 1902 to 1904, is the faet 
tnat they were made secretly and that the American Tobacco Company 
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interests, as long as possible, concealed their control, cont inuing 
to operate the concerns as though indevencent and often using them as 
a special instrument for attacking t'.e business of genuine mmpetitors 


Aside from concerns engaged in tobacco manufacture, the American 
Tobacco Company, and to a less extent the other affiliated combination: 
have, particularly since 1899, acquired control of many concerns 
engaged in enterprises contributory to tobacco manufacture. Concerns 
thus brought under the control of the combination include may engaged 
in the wholesale or retail distribution of tobacco products, several 
producing leaf tobacco in Cuba and Porto Rico, a number which make 
packages and matcrials, other than tobacco, uscd in tobacco mmufa c- 
ture, several which exploit patents for machinery or manufacture 
machinery for the use of tobacco factorics, and a few which hamdle 
by-products, make smokers' supplies, etc. The most important of these 
contributory enterprises ‘of which the combination has secured control 
is the manufacture of licorice, which is avery important material in 
tobacco manufacture. Through the MacAndrews & Forbes Company, 


which has bought up several competing concerns, the Ametican Tobacco 


Company intcrcests have substantially a complete monopoly of the 
licorice business. 


Present Organization and Busi ness of the Tohacco Combinatim 
The Feur Principal Companies in the Combination. 


The history of the Tobacco combination has made it clear that the 
American Tobacco Company has throughout been the principal factor, and 
this is still more true since the reorganization of 1904, which united 
the Consolidated, Amcrican, and Continental companies under tle new 
corporation with the old name, American Tobacco Company. There are 
three other corporations still, however, whose »@ ition in the Tobacco 
combination distinguishes “hom from the great majority of the subsidi- 
ary companics. hese are the Alfterican Snuff Company, the American 
Cigar Company, and the British-American Tobacco Company. 


The American Tobacco C.mpany not only controls the other three 
principal companies named, but is itself a great manufactur ng concern, 
and it also directly controls a large number of other subsidiary 
companics. he ficld of the American Tokacco Company and these sub- 
Sidiary companies includes the manufacture of chewing an@ smoking 
tobacco, of cigarettes for domestic eonsumption, and of so-called 
little cigars, together with enterprises contributory to these branches 
of tobacco manufacture. 


The American Snuff Company, with its subsidiary companics, is 
exclusively concerned with the manufacture of snuff. 


The Amcrican Cigar Company, with its subsidiaries, handled the 
Cigar business of the combination, including the manufacture of ordi- 
Mary cigars,cheroots and stogics in the United States and the manu- 
facture of Cigars and cigarettes in Cu ba and Porto Rico. 


The British-American Tobacco Company is distinguished from the 
~1Crs by being confined to export business and to the manufacture 
nd sale of tobacco in forcign countries. 


_ The American Tobacco Company holds considerably more than a 
lajority of the capital stock of the American Cigar and British- 
jaerican companies and over 40 per cent of the stock of the American 
nuff Company. By reason of tho fact that certain large individual 
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stockholders of the Amcrican Tobacco Company are also stockhol ers 
in the American Snuff Company,. and by reason of the identity of pur- 
poses, the American Snuff company may properly be considered as con- 
trolled by the Ancrican Tobacco Company. 


The Subsidiary Companics 


Aside from these four principal companics, there are 82 other 
companics in the Sombination which do business in the United Statcs, 
Porto Rico, and Cuba, besides a considerable number controlled by the 
British-Amcrican Tobacco Company, which do business in other countricse 
In wactically every one of these 82 companies a majority of the 
stock is held either by one of the four principal companies or by 
some company subsidiary to them. In a large number of cases the en- 
fore stock of these subsidiary companies is thus held. The combina- 
tion in buying stocks has apparently sought control even more than 
investment. 


The American Tobacco Company itself controls directly or indi- 
rectly 47 of these subsidiary companies, aside from controlling the 
turee principal subsidiary combinations. The American Snuff Company, 
controls 6 other companies, the American Cigar Company 26, and the 
British-American Tobacco C mpany 3 (these 3 companies buy leaf and 
Manufacture tobacco in the United States for export): the Bri tish- 
American also controls many subsidiary companies operating in other 
countries. 


Concentration of Control 


The American Tobacco C mpany, therefore, stands in a:‘controlling 
position over the entire Tovacco combination with its 86 companies 
Operating in the United States, Porto Rico, and Cuba. The control 
of the American Tobacco Company itself rests in a very few hands. 

That company had at the end of 1906 a total capitalization of alittle 
Over 235 millions, including bonds, but of this capitalization only 
about one sixth - namely, the common stock, amounting toa little more 
over 40 millions - has voting power for the election of directors or 
for t he ordinary Management of the business. The great bulk of the 
common stock is held by members of the directorate of the American 
Tobacco Company and their intimate associates. The 28 directors and 

4 other stockholders together own 77 per cent of this stock. Indeed, 
the ten largest stockholders, 7? of whom are directors, together hold 
Over 60 per cent, and these 10 alone can, therefore, readily dominate 
the entire combination. They are J. 3. Duke (president of tre company) 
mes Orady, O. iH. Payne, P. A. B. Widener, Thomas F. Ryan, B. N. Duke, 
G. 3. Schley, the banking and brokerage firm of Mome & Schley 
(chiefly as agents for clients), and the estates of ‘J. C. Whit ney 

and Wo Le Blkins. 


Capitalization of the Combination 


The American Tobacco Company is authorized to issue 80,090,000 
of 6 per cent cumulative preferred stock and $100,000,000 of common 
stock, but only about two fifths of the lattes has been issued. The 
amount of each class of securities outstanding at the end of 1906 was: 
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Common stock 340,242,400 
Preferred s tock, 6% cumulative 78,689,100 
Six per cent gold bonds, due 1914 55,208,350 
Four per cent gold bonds, due 1951 61,052,100(1) 
Total $235,191, 960 
(1) Including 35,010,500 of Consolidated Tobacco Compmy bonds 
assumed by the American Tobacco Company. 


The total capitalization of all the 86 companies makirg up the 
combination in the United States, Porto Rico, and Cuba amounted at the 
end of 1906 to 3450,395, 890, consisting of about 130 millions of 
preferred stock, about 183 millions of common stock, and abot 13” 
millions of bonds. Of this capitalization, however, a Aarge amount is 
duplicated by reason of the holding of securities in one company by 
another company in the combination. The total amount thus held is a 
little over 134 millions (about half a million of which is stock of 
the American Tobacco Company itself), leaving as the net capitaliza- 
tion in the hands of the »ublic (including the directors and their 
associates as well as all other holders except companies in the combi- 
nation) ~916,546,821. This lattsr amount consists of about 103 million 
of preferred stock,about 79 millions of common Stock, and about 133 
millions of bonds. Of the 316 millions of securities in the hands of 
the public, 235 millions,-or about three fourths, consist of the issues 
of the American T,bacco C moany itself. The gross outstanding capit- 
alization of all fhe other companies is $215,203,940, but of this 
amount more than 60 per cent, or nearly 154 millions, is held by com- 
panies in the Combination. 


The Policy of Stock: Ownership 
The extent to which the Tobacco combination has maintained its 
control through stock ownership in subsidiary companies, instead of 
through direct ownership of all plants and other assets, shows that 
this method of control must possess certain special advantages. This 
eo of stock ownership has been particularly conspicuous since 


“nen this policy of stock acquisition was first inaugurated, it 
was the more common practice of the combination to acquire only a con- 
trolling interest in the securities of other wcorporations, leaving 
a minority in the hands of the former owners. This practice had 
Various apparent advantages. Through it the Combination was able to 
acQuire control over business without a corresponsingly great intest- 
ment of ca™ital. In some instances it secured stock interests in con- 
cerns engaged in contributory enterprises without investment of capital, 
but merely in return for contracts for the supply of materials or sen. 
vices to the combinatiom. In numerous cases it appeared advantageous. 
to leave a minority of the stock in the hands of the sxriginal ownersin 
order to retain their interest and skill and to take advantage of 
their personal following among customers. In some cases, ma@ cover, 
Owners of enterprises were unwilling to sell out absolutely, with the 
consequent result of having ecither to quit the business or become mere 
Salaried employees, but were willing totransfer a controlling interest 
bo the combination. ven at this time, however, te combination ac- 
iuired the entire capital stock of certain corporations and retained 
sheir separate existence, and recently this has been its prevalent 
ractice. The combination has, in fact, during the past few years, 
scquired the remining shares in a considerable number of comja nies 
2 Which it at first held only a controlling interest. Various reasons 
lave led the combination to continue the separate corporate existence 
‘f many of the concerns which it thus completely owned. Aside from 
dvantages arising from legal considerations - tho avoidance of the 
ccessity of making reports of the business of tho parent om rporation 
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in compliance with the kws of certain States, cconomy with respect 
£6 corporation fees and taxes, and the like -+= the continucd existence 
of such concerns has often bcen highly desirable on account of the 


trade value of their names. 


rt J 
secretly Controlled Companics 
The most important motive, however, for the continuance of sepa- 

rate corporate existence in the case of many concerns has bem the 
desire of the combination to keep its control secret. There is a 
strong feeling among many dealers and consumers against "trusts" 
in general and the "Tobacco Trust" in particular. Independent manu- 
facturers have extensively taken advantage of this feeling and have 
advertised their goods as "Independent", "Not made by a Trust" and 
so forthe The attitude of the American Tobacco Oompany and its openly 
affiliated comerns in refusing to deal with labor organizations has 
also caused hostility among union laboring men-, many of whom ix ist 
on buying “union-lable"goods. May independent manufacturers have 
availed themselves of the union-label sentiment to build up a trade. 


In order to overcome the effects of the antitrust sentiment and 


the union-lable sentiment} and even tot ake advantage of them, the 


Tobacco comkination, particularly during 1903 ad 1904, secretly ac- 
quired a controlling i..terest in numorous concerns which had been 

cate: ing to customers who held tose sentiments. Such concerns contin- 
ued to operate under their former management and kept up a preense of 
independence and of hostility to the combination. Those which employed 
union labor continued to do so and advertised the union label. Tuese 
secretly controlled concerns were, until the facts were disclosed by 
the Government, a powerful engine of warfare against the genuine inde- 
pendents and were looked upon by the latter as their worst erlemy. 


Among the concerns of which control was thus secretly acquired 
and for agreater or less period secretly maintained by the American 
and Continental tobacco companies are the following: 

(21 companies by name omitted) 


The American Tobacco Company Group 


The American Tobacco Company itself, as already stated, is a 
great manufacturing concern, and it also controls directly a brge 
number of subsidiary comnanies engaged in the same branches of tobacco 
manufacture or in contributory enterprises, which, with itself, make 
up what may be called the American Tobacco Company groune The American 
Tobacco Company has reserved to itself ad to these subsidiary com- 
panies the manufacture of cigarettes for domestic consumption (includ- 
ing “little cigars") and of plug tobacco, smoking tobacco, fine-cut 
tobacco, and scrap tobacco. The company has concentrated itsown 
direct manufacture of these tobacco products for the most pat ina 
limited number of very large plants, having closed most of the plants 
which have from time to time been acquired. 


To a considerable degree the company has pursued tle policy of 
specializing individudl large plants on a single class of products. 
ra . . . . 
‘nere has also been some concentration and specializatim of manufac- 


sure in the hands of leading Subsidiary companies in this group, but 


in other cases subsidiary corporations have been continued, even tho 
s1eir output was small and considerably diversified, this policy being 
shiefly pursued in the case of the secretly controlled concerns. 
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The cigarette and little-cigar business of the American Tobacco 
Company proper is conducted in nine plants; but two of tnese, at New 
York and Richmond, respectively, make nearly its entire direct output 
of cigarettes; and two others, ‘at Baltimore and Danville, Va., make 
much the greater part of its output of little cigars. The cigarettes 
made in plants directly owned by the company are chiefly made from 
domestic leaf. The company had during 1906 five subsidiary cigarette 
companies, the greater part of whose aggregate output consists of 
Turkish cigarettes. 


Of the output of plug and twist tohacco by the American Tobacco 
group in 1906, about 104,000,000 pounds were produced in plats direct- 
ly owned by the parent company, and about 40,000,000 pounds in plants 
of sub’sdidary companies. The 104,000,000 pounds were produced in 
only six plants, and seven eighths of this amount was made intwo of 
them, the Liggett & Myers-Drummond branch, at St. Louis, and tl: 

Nai ional Tobacco Works, at Louisville. There are ten subsidiary com- 
panies maufacturing plug and twist. 


The output of fine-cut tobacco controlled by the American 
Tobacco Company is all produced in factories which also make gnoking 
tobacco, so that the to products may be considered together. Of the 
total output of about 115,000,000 pounds of these wroducts by the 
American Tobacco Company group in 1906, nearly one half was made in 
plants of subsidiary companies. The American Tobacco Cympany owns 
directly nine plants which manufacture smoking tobacco, of which five 
make their product only. The most important of these plants is at 
Durham, N. C.3 it produced nearly 18,000,000 pounds of granulated 
Smoking tobacco, principally Duke's Mixture, in 1906. The other di- 
rectly owned plants making smoking tobacco 2re located at Baltimore, 
Louisville, St. Louis, Chicago, Richmond, New York, and New Orleans. 
Seventeen of the subsidiary companies make more or less smoking tobac- 
co and fine cut, but only five are of much importance. The largest 
output is that of P. Lorillard Company, of Jersey City. The nest 
largest is that of the Blackwell's Durham Tobacco Company, of Durham, 
N.C. 


The American Tobacco Company group also has a large output of 
Scrap tobacco, which, although classed by the Bureau of Internal 
Revenue with smoking tobacco, is chiefly used for chewing. By far 
the largest part of the output of this product, however, is in the 
hands of four subsidiary companies, the most important of which are 
the Luhrman & Wilbern Tobacco Company, of Middletown, Ohio, and the 
Day and Night Tobacco Company, of C;ncinnati. The control d the 
latter was at first kept secret, as was that o& the Pinkerton Tobacco 
Company, another manufacturer of scrap. Spaulding & Merrick a so 
make scrap. 


The importance of the American Tobacco Company and its directly 
subsidiary companies as manufacturers of tobacco products may te 
Judged from their total consumption of leaf tobacco, which amounted 
to nearly 281,000,000 pounds in 1906. The extent to which the Combi- 
nation has concentrated its manufacture in large plants is seen in 
the fact that one plant, ithe Liggett & Myers-Drummond brannh at St. 
Louis, consumed nearly one fifth of this leaf tobacco, while s ix 
plants together consumed over 55 per cent of the total, and the twelve 
largest over 75 per cent. The American Tobacco Company has an exten- 
Sive leaf department for the purchase, drying, stemming, and © torage 
of leaf tobacco. 
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Neer Spee 


The Am2rican Tobacco Company is also engaged in numerous contrib- 
utory enterprises connected with tobacco menufacture. To some extent 
certain of these, such as the manufacture of packages, are conducted 
in the same plants which manufacture tobacco, but for the mat part . 
they are carried on in otner plants and by seaprate subsidiary companic 


The greatest of these contributing concerns in the MacAndrews 
& Forbes Company, which has an almost complete monopoly of th@ manufac- 
ture of licorice paste in the United States. Licorice, next to leaf 
tobacco, is tc most important raw material uscd in tobacco mmufacture. 
and more than nine tenths of the licorice made in tho country is used 
in tobacco. The MacAndrews & Forbcs Company has absorbed severa 
Other formerly independent concerns, and now not only furnished lico- 
rice to the American Tobacco Company and its affiliated com erns, but 
also to most independent tobacco manufacturers. The priceswhich it 
charged to the latter were the subject of much complaint, and the com- 
pany, along with the J. S. Young Company, which it aftorwards absorbed, 


was convicted in the Federal courts of a violation of he Dhermn anti- 


TErUse. act 


Other important contributory concerns controlled by the American 
Tobacco Company are the Conley ¥oil Company and the Johnston Tin Foil 
and Metal Company, makers of tinfoil, the Goldan Belt lim ufacturing 
Company, maker of cotton bags for packing tob-cco3 the Iengel Box 
Company, 2nd its two subsidiary concerns, makers of wooden boxes; 
the Amcrican Machine ard foundry Company, the Now Jorsey Machine Com- 
peony, and the International Cigsr Machinery Company, all ofvhich make 


machinery or hold and develop vatents therefor; the Kentucky Tobacco 


Product Company, which makes nicotine extracts of various kims out 
of tobacco stems, the principal by-product of tobncco manutscture §~ and 
the Manhatten Brier Pipe Company. 


The American Tobacco Company is also interested in 2 number of 
distributing companies, most of which, however, sell not onlyits own 
products, but 21s0 cigars and the products of other branches of the 
combination, ss well as of independent conccrns. The most important 
of these concerns is the United Cigar “Stores Company of New Jersey, 
wiich has several subsidiaries. This company and most of its subsid- 
laries operate chains of retail stores, the aggregate number being 
»bout four hundred. 


Other distributing concerns in which the American Tobacco Com: any 
128 astock intcrest are the Cr:scent Cigar and Tobacco Commny, of 
New Orleans, the Acker, Merraki & Condit, wholesale and retai 1 grocers 
9f New York; about one fifty of the stock of the lattor comin ny is 
ield by the American. The Ahherican Tobacco Company -l so cort rols 
she Thomas Cusack Company, a bill-posting concern, and the Florodora 
lag Company, which is at present inactive, but which formerlydid an 
immense business in the distribution of pw emiums. 


Aside from distributing concerns controlled by stock ownership, 
‘he American Tobacco Companny and its affiliated combinatios have very 
‘lose relations with many other distributing concerns. One method of 
St2blishing such relations is by granting special discounts to large 
Obbing concerns. The smoking-to».acco denartment of the Amer ican 
obacco Company alone paid in 1906 and in 1907 special commis sions to 
ore than 250 jobbers. Sum Special commissions sre not atthe present 
ime in my case conditional upon exclusive distribution ofthe American 
obacco Company's products, nor, except in Cigars, does any jobber 
ave the exdlusive rignt to the wholesale distribution of the products 
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of the combination in my partimlarterritory. to the Metropolitan 
Tobacco Cympany, however, the American Tobacco Company has given ex- 
clusive control of the wholesale distribution of its woducts in 
Greater New Yor:. Subsidiary companies of the Metropolitan control a 
large part of New Jersey in the same way. The National Cigar Stands 
Company, whim operates cigar stands in avery large number of drug 
stores scattered throughout the United States, as well as some fifty 
Or sixty leading jobbing concerns, has credits and loans of considrr- 
able amount extended to it by the combinatim. In some cases tthese 
credits are of such amount as to give the combination substantial 


control of the business. 


The Snuff Group 

The American Snuff Company and its subsidiary companies are en- 
gaged exclusively in the snuff business. The parent company has out- 
standing 312,000,000 of preferred stock and 311,001,700 of common stock. 
The American Tobacco Company, together with the P. Lorillard Company, 
which it controls, owns 32,365,400 of the preferred and $7,500,800 
of the common stock, or 42.9 per cent of the entire issue of both 
combined. Although this is a minority of the stock, the American Snuff 
Company is as essentially a part ofthe one great Tobacco com ination 
as the American Tobacco Company itself. 


The American Snuff Company has closed up most of the plants 
which from time to time it has acquired from formerly independent 
concerns. In 1906 it operated directly four plants and controlled 
Six subsiduary companies; the latter, hovever, were virtually little 
more than branches, the entire stock of each being held by te parent 
company. The directly owned plants produced over three fifths of the 
output controlled by the combination and the subsidiary companies all 
ofthe remaingér, except 24,391 pounds made on royalty by the Irby 
branch of the A,erican Tobacco C,mpany. The directly owned plants 
are, in the order of their importance, the Helmetta (New Jersey) 
branch, the Baltimore branch, the Nashville branch, and the Clarks- 
Ville (Tenn. ) branch. The most important subsidiary comypaniss in 
1906 were W. H. Garrett & Sons, of Yorklyn, Del., and Weymm & Bro. of 
Chicago. These companies have since transferred their nroperty di- 
rectly to the American Snuff Company. W. &. Garrett & Sons in 1906 
produced more snuf’ than any branch directly owned by the Ame ican 
Snuff Company except that at Helmetta, N. J. The next Larges. of 
tie subsidiary concerns is the Standard Snuff C mpany, Skinner & Co. 
and H. Bolander (Incorporated) - are very small°concerns. 


The Cigar Group 


The business of the American Cigar Company and its subsidiary 
manufacturing concerns in the United States is exclusively the »vro- 
duction of cigars, including cheroots and stogies. In Cuba and Porto 
Rico this group of companies makes both Cigars and cigarettes. 


The American Cigar Company has outstanding $10,000,000 o@ preferred 
stock, 310,000,000 of common stock, and $10,000,000 of ten-year gohbd 
dotes. The American Tobacco C mpany holds 83,970,000 of the p eferred 
stock (besides $500,000 held b¥ the $3,970,000 of the preferred stock 
.besides $500,000 held by the A.erican Snuff Company) and $7,725,100 
»f the common stock. : 
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The output of olants operated directly by the American Cigar 
Company is confined almost exclusively to ordinary cigars made ; 
from domestic leaf and to cheroots. It had 29 plants in operation 
in 1906, and their aggregate output was aoout five times as great 
as the output of cigars by all its subsidiary companies operating 
in tae United States. Most of these 29 plants have been acquired 
from formerly independent concerns, and many others so acquired 
have been closed. The two plants, at Jersey City and Richmond are 
the largest in the country, making about 190 million cigars each 
in 1906. 


The American Cigar Company holds the entire caoital stock 

of the Havana-American Comvoany, which is the most important manu- 
facturer of cigars made from Cuban leaf in the United States. This 
co.ipany operates 10 factories, most of them at Key West and Tamp a, 
Fla. The Awerican Cigar Comnany also holds about three fifths of 
the stock of the Awerican Stogie Comoany, a neavily overcapitalized 
combination of stogie wanufacturers (common stock $10,879,000, pre- 
ferred $976,000). This is a New Jersey corporation, but ost of 
its business has been carried on through a subsidiary Pennsylvania 
company.of the same name (changed in 1907 to Union American Cigar 
Comoany), which has recently announced its intention of aanufactur- 
ing ordinary cigars as well as stogies. 


The Auwerican Cigar Company controls its important business 
of wanufacturing cigars and cigarettes in Cuba tarougn the Havana 
Tobacco Company, a greatly overcapitalized concern (common stock 
$30,000,000, preferred $5,000,000, bonds $7,500,000),nearly half 
of waose stock is held by the Asierican Cigar Company. This company 
controls several others--Henry Clay and Bock & Co., Havana Cigar 
and Tobacco Factories, Havana Commercial Company, H. de Cabanas y 
Carbajal, and J. S. Murias y Ca.--which together nave a considerable 
proportion of the manufacture of cigars and cigarettes in Cuba. 


The American Cigar Co.woany further controls, jointly with 
the American Tobacco Company, the Porto Rican-+American Tobacco Com- 
pany (capital stock $1,999,000, scrip $72,538), whica is muca the 
largest manufacturer of Cigars and cigarettes in Porto Rico. It 
is likewise interested either directly or indirectly in several 
oo sagan which grow or handle tobacco leaf in Cuba and Porto 
100 


The American Cigar Company has alse controlling stock interests 
ina dozen or more wholesale or retail distributing companies, most 
of which nandle other tobacco oroducts as well as cigars. 


British-American Tobacco Company 


The British-Ajwerican Tobacco Comoany, which is the representa-. 
tive of the Tobacco Combination in export and foreign trade, is an 
English corporation. It has outstanding $7,290,000 of preferred 
stock and $18,079,302 of common stock. The American Tobacco Company 
holds substantially two tairds of each class, nasely, $4,860,000 
of preferred and $11,897,255 of common. Practically all the rest 
of the stock is held by the Imperial Tobacco Company, the great 
British combination. 


The orincipal business of the British-A-nerican Tobacco Company 
in the United States is the purchase and preparation of leaf 
tobacco for shipment to its affiliated concerns abroad, and the 
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manufacture of cigarettes for export. Its cigarette sianufacture 

is chiefly concucted in one plant at Durham, N. C., but it has 

also a cigarette plant at Petersburg, Va. The comoany also controls 
three subsidiary concerns doing business in the United States. 


DEVELOPMENT OF THE COMBINATION'S CONTROL OF THE TOBACCO INDUSTRY. 
The Combination's Proportion of the Business, 1906 


The Tobacco Combination, including the American Tobacco Company 
and the affiliated combinations and subsidiary comoanies, occupies 
a strikingly dominant position in the manufacture of all forms of 
tobacco, except cigars, in the United States. The table on this 
page sows its oroportion of the output during 1906. 


While the Combination manufactures less than one sixth of 
the cigars made in the United States, it has substantially four 
fifths of the combined business in other classes of the tobacco 


THE COMBINATION'S PROPORTION OF THE OUTPUT OF TOBACCO PRODUCTS, 
1906. 


ar Independent Con- 
The Combination eee 


Output Spe a Per cent 
of total of total 


Output of 
United States 


Product 


Number Number Number 

Cigarettes... 35009) 528 3500 
Little cigars.. ; 804,433,750 
Cigars ‘ 7,147 ,548,312 LODO. OS 

; POU rE et EO UTC 
ah eters Sh) pheesaen, 6O4 149,119,539 
Pe ieciss + sah Lia, ata, L7e 124,032,420 

“ys La 12,742,345 10,310,960 


Snuff Oe, ts 


23,518,549 22,576,722 


Total manufactured! 394,276,439 806,039,641} 77.61/88,235,788 B24 
_ tobacco and snuf 


products, its proportion ranging from 70.6 per cent of the total out- 
put in the case of smoking tobacco to 96 per cent in the case of 
snuff. Combining those products which are measured in oounds—-namely, 
chewing tobacco, smoking tobacco, fine-cut tobacco, and snuff--the 
Combination's proportion of the output is 77.6 per cent. The Com- 
bination has, therefore, very strong monopolistic power. 


With the exception of cigarettes, very nearly the entire 
quantity of manufactured tobacco products made in the United States 
1S consumed there, so that the Combination's proportion of the 
domestic trade in these products corresponds substantially to its 
proportion of the entire output. In the case of cigarettes approx- 
imately one third of the number made is exported. The Combination 
has practically the entire export trade, from which it follows 
that its proportion of the production for domestic consumption is 
atte less than appears in the above table, being 74.5 per cent 
neal ° 
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Conclusion ; —~410- 
These facts (ten pages of detail omitted.) emphasize the con- 
clusion already drawn from the history of the organization of the 
Tobacco Combination, that its primary object nas been to secure a 
dominant position in the tobacco business of the United States with 
the result that it has a nearly complete control of it, save only in 
the manufacture of cigars. 


The combination has superior advantages over comoetitors, 
from the great size of its plants and from the control of more ef- 
ficient machinery. These advantages, however, have not been suffic-— 
ient to enable it, while charging high prices for the greater part 
of its product, to incriase its degree of control, varticularly in 
view of the fact that many consumers prefer to vatronize independent 
concerns. Despite enormous expenditures for advertising and in 
"schemes" and despite frequent orice cutting by weans of its so- 
Called "fighting brands" and its bogus independent concerns, there 
has been, in several branches of the industry, a constant tendency 
for comoetitors to gain business sore rapidly than the coubination 
and thus to reduce its proportion of the output. This tendency has 
been overcome only by continued buying up of comoetitive concerns. 
Many weaker concerns have been virtually driven out of business or 
forced to sell out to the combination, either by reason of the 
direct competition of the latter, or as an indirect result of the 
vigorous coiscetition between the combination and larger independent 
concerns. In the case of the larger and more powerful concerns 
which it acquired, however, the combination has usually secured 
control only by paying a high price. The imsense profits of the com- 
bination have enabled it to keep up this policy. 


HISTORY OF THE FOREIGN INTERESTS OF THE TOBACCO COMBINATION 
Early History 


| From the time of the original formation of the American Tobacco 
Company in 1890 it had a considerable foreign business. For a few 
years this business consisted chiefly of cigarettes, and washandled 
directly by the Awerican Tobacco Comoany itself. As early as 1894, 
However, several subsidiary companies had been organized .in Australia 
and in the following year several Canadian concerns were combined 

in the American Tobacco Company of Canada. No other imvortant 
subsidiary corporations were organized or acquired in foreign 
countries until 1899. In that year, as already related, the Asierican 
Tobacco Company acquired a controlling interest in a large cigarette- 
manufacturing business in Japan. Two years later the interests 

of the company in foreign corporations were extended by the pur- 
chase of two thirds of the capital stock of the George A. Jasmatzi 
Company (Limited), of Dresden, Germany. 


No exact figures are available as to the output of the above- 
ientioned foreign concerns, but in 1901 President Duke estimated 
the output of the Canadian concerns at about 100,000,000 cigarettes 
annually and that of the Australian factories at about 200,00,000 
4 year. He said at the same time that the daily oroduction of the 
Japanese company was 8,000,000 cigarettes. It was reported in the 
Jommercial and Financial Chronicle that the daily production of 
she German company was 3,000,000 cigarettes, which would amount to 
ver 900,000,000 annually. 


In addition to the foreign business handled througn the owner- 
ship of a controlling interest in these foreign factories, the Aserican 
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—-411-_- 
Tobacco Comvany was the orincipal exporter of cigarettes from the 
United States. Its exvorts during its first year in business 
euounted to only 263,881,500 cigarettes, but they increased steadily 
and rapidly until the vear 1898, when thev amounted to 1,215,632,000. 
In 1890 this export business was a little over one tenth of the 
entire cigarette output of the Awerican Tobacco Company, and in 
1898 very nearly one tnird. During this seriod the exports of 
cigarettes from the United States by all other manufacturers combined 
were much less than those of the A:erican. 


COMPETITIVE CAMPAIGN OF THE AMERICAN TOBACCO COLIPANY 
IN ENGLAND 


Declining Profits on Exports to England.--In addition to the 
subsidiary manufacturing corporations referred to = bove, companies 
and agencies which operated simply as selling or distrivouting 
concerns were established in various countries. One of the cst 
important of these was the London depot of tne American Tobacco 
Co.pany. In 1698 the sales of this depot amounted to $916,725.93, 
but as the total exoenses of tse depot, including gold of z00as8, 
were $915,732.07 tue enterprise was by no means as satisfactory as 
might aave been desired. Frow that year the sales of tae depot 
declined in amount, and by 1900, the last full year of its opera- 
tion, tuey were ohly $591,897.36. The cost of goods and the oxpendi- 
tures of tne agency had not declined in like »oroportion, for tney 
amounted to $646,835.99, showing 2 loss on tue year's oudness of 
over $50,000. The Auucrican Tobacco Comoany ascribed tais unzatis- 
factory condition of its English ousiness to the duties on leaf and 
inanufactured tobacco going into England, which were so arranged as 
to give a considerable degree of orotection to the domestic sanu- 
facturer. In view of this condition the officers and managers of 
the American Tobacco Company decided that it was necessary to 
acquire or estabiish a manufacturing plent or plants in ingland if 
their ousiness was to acet with success in that country. 

Purchase of Ogden's (Limited).--The formation of the Con- 
solidated Tobacco Coms.ny in June, 1901, vrovided the necessary 
means tor carrying out the plans of the en at tne head of the 
Tobacco combination in regard to the acquisition of English plants. 
The entire $30,000,000 cepital stock issued by the Consolidated 
Tobacco Comoany was paid in in cash and was available in the 
form of loans for any of the enterprises undertaken by the Awerican 
and Continental tobacco companies or the A:erican Cigar Comoany. 
Shortly after tnis large fund of new capital became available 
President James D. Duke, together with W. R. Harris and C. C. Dula, 
who were officers of the Consolidated and its affiliated companies, 
went to Engl-nd for the ourpose of carrying out the plan for estab- 
lishing a large English manufacturing business. They at once 
began negotiations for the ourchase of Ogden's (Limited), one of 
the most iportant tobacco manufacturing concerns in Great Britain. 
Before the end of September, 1901, tney had acquired substantially 
toe whole outstanding stock of the company. The following state- 
ment snows the number of the outstanding shares and the vercentage 
of the total acquired by the American Tobacco Company: 
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ee ee en ne eee ACquired by Ameri— 
Snares of c2n Tobacco Co. 

Company Per cent of 

Issued Number total issue 
Debenture snares peeve. fhe tee! eeePOUe 59,600 3969 
Preference shares oo tg ita oe 200 , 000 199 , 250 99 se 
Ordinary shares oe ae ie 350,000 335,200 95.8 


ee eee eed 
The total cost of the snares acquired was $5,347,888.87 


About this time the British Tobacco Co.ininy was incorporated 
under the English law by the officers of the Aunerican Tobacco Company, 
and it was t.eir intention that it should become a holding company 
for the interesis of the Tobacco Gombination in Great Britain. As 
amatter of fact, nowever, the shares in Ogden's (Limited), were 
taken over directly bv the American Tobacco Comnsny, and on December 
ol, 1901, that company still held the nomin7l1 outstanding stock of 
the Britisn Tobacco Company, amounting to only LI5. Subseguent 
events prevented the development of this holding company. 


Orgenization of the Imperial Tobacco Conoany.--The ourchase 
of Ogden's (Limited) caused immediate alari anong the British 
manufacturers of cigarettes and tobaccos. They feared tae power 
of the Auerican Tobacco Company, with its enormous ousiness and 
resources. The A.werican scarcely nad tise to show its policy 
in the awanogement of the Ogden's concern before the other leading 
manufacturers of tobacco in Great Britain had foriied 2 combination 
to resist this dangerous rival. 


Tairteen of the largest manufacturers in Great Britain com- 
bined to form the Imoerial Tobacco Comoany (of Great Britain and 
Ireland)(Limited). This company, which was registered December 10, 
amalgamated the tobacco business of the following firms: W. D. & 
H. O. Wills, Edwards, Ringer & Bigg, and Franklyn, Davey & Co., 
of Bristol; Lambert & Butler, Hihnett's Tobacco Company, and Adkin 
& Sons, of London; John Player and Sons, Nittingnam; Hignett Bros 
& Co., William Clarke & Son, and Richmond Cavendish Comoany, of 
Liverpool, and Stepnen Mitchell & Son, F & J. Smith, and D. & J. 
MacDonald of Glasgow. Preliminary Agreeisents for the foraation of 
this combination, which had been made on October 3 and 10, 1901, 
were ratified by the company on February 3, 1°02. The authorized 
capital was £15,000,000, with additional debenture stock, limited 
in amount to 50 per cent of the cumulative preference snares for 
the tine being issued, the total limit being L2,500,000. Thus the 
authorized snare and loan capital together was 417,500,000. This 
was divided as follows; 

4t per cent debenture stock ........ . -b2,500,000 
Os per cent cumulative preference shares... . . 5,000,000 
‘6 per cent noncumulative preferred ordinary 


Re oe GN ge a ye eas a ieee ee igh wb Oe, OOO 000 
De CO OI BETES le) Wwe cae 4 cm eye ..0¥000,000 
eRe ecw Pa a gl eg ge ga ae a YSU y OOU 


The total capital stock, the asount of each kind of stock 
issued, and the amounts issued to the vendors and to the public 
are shown in the table below: 
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vv 


gs $a T T ; 
, £0" she Total Issue Unissued 


Vendors Puolic 


Debenture stock 0 ee te Me ane ey E500, 00087, 000 OOce1 , 500 , OO0LT, 000, 000 
Cumulative preference shares ....1,500,000 3,000 ,000 4,500,000 500 , O00 


Preferred ordinary shares... .4,259,049 aa 4,259,049 740,951 
Deferred ordinary shares. ... .4,259,048 --- 4,259,048 740 , 952 
$10,518,097 $14,518,097 


meee y, off pray, « -prkeg., b4,000,000 L2,981,903 


The first column shows tuat tiie stock taken by the weuoers of 
the various firns which coabined to form tae Imperial Tobacco Company 
amounted to $10,518,097. They also received 41,438,925 in cash. 


The principal items of the assets of the I.tnerial Tobacco 
Comoany, as set forth in its first balance sheet, were: 
| Land, buildings, olant, machinery, stock, etc., ob- 
Peete 150M Combining CONCETAS .tadies eects vse -43,438,925 
Caso, obtsined as working capital by sale of stock 
to the vublic (in addition to cash vaid venders) Gs Gig )75 


a hk MUA Ie wid cig Foca Ligh siete 6 tetace ot Gib Sos 8.515 SY 
ee a ree gee tee, we LS Ohl eh nee Me eee Ee eG Ue 


Tne average annual profit of the comanies combined during 
the preceding three years was certified to nave been £1,063,922, 
after allowing for depreciation. This, after vaying interest on 
debenture stock and dividends on cumulative preference shares, 
would equal nearly 9 per cent on both issues of ordinary stock. 


An agreement was made by the Imoerial Tobacco Oowoany early 
in its career (January, 1902) with Salmon & Gluckstein (Liwaited), 
@ corporation manufacturing tobacco and also controlling a number 
of retail stores in England. Under this agreeuent the existing 
£450,000 of the ordinary shares in the latter conoany were to be 
converted into 10 per cent preference snares, the dividend to be 
guaranteed oy the Imperial Tobacco Company, and £100,000 in ordinary 
shares were to be created and issued and to be subscribed for by tne 
Imperial Tobacco Company. This step assured the Imperial Tobacco 
Company the coéperation of the largest English retail house in its 
Campaign against the American interests. 


The Imperial Tobacco Comoany imucdately began a caapaign of 
active competition to check and frustrate the vlans of the American 
Tobacco Company for strengtnening its foothold in Great Britain. 

In March, 1902, the Imperial offered large bonuses to custozers 

who would undertake not to sell American goods for a term of years. 
The Anerican Tobacco Company, througn the Ogden's Company, met this 
by offering to its British customers, for the next four ycars, its 
whole net profits on British business, and £200,000 a year besides. 
The offer was as follows: 


Com.iencing April 2, 1902,we will for the next four years dis- 
tribute to such of our customers in the United Kingdom as ourchase 
direct from us our entire net profits on the goods sold by us in 
the United Kingdom. In addition to the above, we will, cow#nencing 
April 8, 1902, for the next four ycars, distribute to such of our 
customers in the United Kingdo., as purchase direct from us tne sum 
of £200,000 per year. The distribution of net profits will be .iade 
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as soon after April 2, 1903, and annually thereafter, as the accounts 
can be audited, and will be in proportion to the purchases sade 
during the year. The distribution as to the £200,000 per year will 
be made every three wonths, the first distribution to take place as 
soon after July 2, 1903, as accounts can be audited, and will be in 
proportion to the purchases during the three-months period. To 
participate in this offer we do not ask you to boycott tne goods of 
any other manufacturer. 


This offer had a warked effect in opening the Britisn trade 
to American comoetition. As a countermove the Imperial Tooacco 
Company threatened to invade the American market, and in the suinmer 
of 1903 it was reported to be selecting sites for factories in this 
country. Before any definite steps were taken, nowever, to carry 
out this plan, an agreement was arrived at between the two great 
rival corporations, which cowpletely changed their position toward 
each other. 


AGREEMENT WITH THE IMPERIAL TOBACCO COMPANY 


The agreement between the Ameri a@n Tobacco Company interests 
and the Ims.erial Tobacco Company was wade on Sentember 37, 1902, 
about a year after the purchase of Ogden's by the Aserican and about 
seven montos after the co:inlete establishmnent of the Imperial. The 
agreement was embodied in two documents. The first related to the 
trade in the United Kingdom and the United States, oroviding for 
the transfer of Ogden's to the Imoerial and for division of terri- 
tory between the Imperial and the American. The second provided for 
the establishment of a new corporation, to be jointly controlled by 
the American and the Imperial, which was to do business in countries 
outside of the United Kingdom and the United States. 

The former agreement was executed vy Ogden's (Limited), the 
American Tobacco Comoany, Continental Tobacco Counany, American 
Cigar Comoany, Consolidated Tobacco Comvany, and the British 
Tobacco Company (Limited), on the one anand, and the Imperial Tobacco 
Company on the other. By it, Ogden's (Lisited) agreement to convey 
to the Imperial company its whole undertaking clear of incumbrances, 
except its export business, and except its cash and book accounts. 
The olant, including land and buildings, machinery, tools, and live 
stock, was to be taken at tue valuation at wnich it then stood on 
the books of the Ogden's Couwpany; stock in trade and matsrials 
were to be taken at cost; and the Ogden's Coiwnany was to receive 
£1,500,000 for its good will, patents , and trade-marks in ordinary 
Shares, half pvreferred (6 per cent noncumulative) and half deferred, 
of the Imperial company. For the tangible assets one third was 
to be oaid in preference shares (54 cumulative) of the Imoerial, 
one third in its debenture stock (44 per cent) and one taird in 
casa; but if the one third should exceed £300,000, the Imoerial 
company was not required to pay wore than that amount in vreference 
snares, but might pay half the excess in additional debenture stock 
and half in additional cash. Indirectly these various payments 
came chiefly to the American Tobacco Co.woany as the chief holder 
of the Ogden's stock. 


The Imperial Tobacco Cowpany agreed not to engage in the 
tobacco business in the United States, unless through or in tonnec- 
tion with the Aserican company and its allies, except that it 
retained the right to buy and treat tobacco leaf in the United 
States for the purposes of its business in the United Kingdom. All 


OBE FORRS Gt oe. a 
tis TaOY Men’ 500. ‘908d. ee 
ae eoale odey ot md isudds trate 
eu a | Addo Bre: bod iaus od eb 
isboitte Te catteneseie & | 
to Whe Dag of! eigenen! ‘Od apis) . 


woe 


ae. 


sarod daretsg err astinego. “a ‘eoetie: ‘beans 
eodec0T falsedyt. ond ‘oean Tadmuee 6 ame. 
TORMESS geld CL Bilge. -7 acm heotrecd& oxtt obsvad ; 
eta? wi aed togte aoe: tat way te. Sa iteetoe: ed: at bedtog ie 
EEO OF .tevewer)ymeded otey eqetae otimtied: tie. ea: 
TBSc2. Owe: eng sagged re. ee bers cathe. oe 
GLBVod Noles eog Thon ye pagan Lee iss chdarniesircee? acho ere 


YHAIKOR. ase a gont CATERER rat so0W: Bc 


b Sheootmebe oat cmt tombtod? neetet: ‘ttomen xg 
.VS tedeeteo@ ao eben Sone Magnes coonds? fet: 
tueta, ‘ee PRO LTO. Page. ye. at sated: 46. SReHomagy odd: verte" 
Ot. Se Lebiookl add..te. toe deil¢erne log tog: 09. end med ha: 
Gag Of Dadele vy: tats toed aigemtooubbowt ai bsibodme: 
‘ Pyare pe nas 


ah ax ey 
“SCOT OTe Leone. nedar’ ber kal- ent pire: raiwescias A “Had £oy 
~fetaa tq. .a¢ Ok ety tae foe I Sd az -e* Mair 
re 


Tok fh Sink Py. iG bitooee ue i : «4 tou yf: Say: Orme: LETOCM T ako 
tbo ot pees ietogroo wen: 8 To: ¢pemdeg 


To Helio PROS ¥itod 


f 
GG5% ae oad pan wid 2@ Sut hare 0° Oo: aaa “om te. te Bs sored ed? tas 
Die mama x agape -8ay50a beatin os bas aoige ly kotha” 


“ 


ae ne : - a Pm 
fe} peal z BS Be ie ety bad j 3 ‘ LFS Sei) if). ¥a cs 
i 7 


WLU: sav-eaeusexge ‘tenses 
nok Behe : HNBGOD -oonedot Ladue: btstob D.. Rrsonod “Goose 
Ba oe r Bas NRC nod *ogos eyed teas iLoaa Og 
Owoeeer Let beh ae 


de wit Soe. boige 900 ea3 ¢ (Pediat LT BAe 
Tees ar 0 Me weongs hesinba) : bras: 0°, a Ma «resto one: 
(eogcie tae sng ta. eine sant fled ot sik ale — att yaaonod Is 
S Fishogmese ood | sei Haas. act f- a OA . Hite. : spomtend oe 

VEL Site (BLOGs. . ytemidogm ae rae ee DAB. biel." eget ec 
oi oh Bh ee i if - i onan ue ee ‘Oh teu LAY ae “he 9 . 
ih Bae Chett: ct shepbess ergo tsaohg® ont 
nerd speuenaat. wat bY wes - i 

SOB It Dare uli He 


2 dow itelomogmos : eHaG: .% 
\ otis efdinast otk. bee fe getiveninennied bo 
By pong gh nacede - Pmt oy os 
(tie: Teg.) Monte bpm) 
| 200, 0 —— Sy hy oe Bigger ! 
eh ry Pe 


ee oe mers id thos ah ae noose “ert. tise Ge 
BY OMY GS. GOS 2 By seeds. yiteetibal: «tem | ig 
ce SP rt > LS hay a 9 yt o. 6S. to Boe woamaat banter bet 


oS hh eee ot... eon: peatge: ereeMMOD ” OO 
“Og coctMt ht t6 dguotis eantan paver: howe ay, 
tL ie aad pene eeulile ait. ALO YAO 
bot intl orth: nt Fool. oodadat-- 
oe ee et a a ae ae eer Sr ape ione enee 


~415—. 


the cospanies affiliated with the A.zerican Tobacco Compamy, varties 
to the agreeient, bound themselves in like .wianner not to carry on 
the tobacco business in the United Kingdo.w, and tney added the 
following: 

The said cowenanting oarties will »rocure the following 
directors of some or one of tren, namely, James Buchsnan Duke, 
Benjawin Newton Duke, Thomas Fortune Ryan, John Blackwell Cobb, 
Williamson Whitehead Fuller, William Rees Harris, Percival S8.iith Hill, 
and Caleb Cushing Dula, and will respectively use their best endeavors 
to procure such other directors as shall be required by the Imperial 
company to enter into a covenant with the Istoerial cowpany similar 
to that referred to in the preceding part of this clause. 


By a parallel clause, certain directors of the Imperial Company 
were excluded from the tobacco business in the United States. 

Neither the I.sperial company nor Sal.scon & Gluckstein (Liwited) 
was to "sell or consign any tobacco oroducts to any person, fira, 
or company within the United States except the Awerican comoany or 
persons or companies designated by it"; and the several Anerican 
companies were not to "sell or consign any tobacco products to any 
person, fira, or co.uipany in the United Kingdom except tne Iaperial 
coupany or persons or companies designated by it." Goods sold by 
one couipany to another under this clause were to be paid for at cost 
plus 10 per cent. The Imperial company was to be aopointed sold 
agent within the United Kingdom for Havana and Porto Rican cigars and 
cigarettes controlled by the Awerican companies, and the Imperial 
company was not to handle any other Havana or Porto Rican cigars or 
Cigarettes; and on these goods the Imperial coupany was to Aave a 
commission of 7S per cent. The Imperial couipany was to use its best 
endeavors to promote the sale of such cigars and cigarettes in the 
United Kingdom, and the American couwpany .ight not call its endeavors 
in question so long as it maintained a sale of the Havana cigars and 
Cigarettes included in the agencv equal to not less than 72 ser cent 
of the total annual importations into the United Kingdom, duty paid, 
of cigars and cigarettes made in Guba, the percentage being based 
on an average of three years. This percentage was fixed on the 
assumotion that the American companies "control or will shortly control 
not less than 80 per cent of the aforesaid annual iportation." This 
part of the agreement was subsequently modified. 


As a means of saintaining the aarmony of interests between 
the British and American concerns, it was orovided that tne allottees 
of the £1,500,000 in ordinary shares of the Imoerial company, issued 
in payment for the good will and trade-marks of Ogden's (Makted)—_ 
tuat is, the Awerican Tobacco Company interests--should aot "sell 
or transfer more than 10 per cent of the snares within the oeriod of 
five years from the date of tueir allotment, if and so long as the 
present directors of the Imperial company, or some of thea, shall 
hold not less than $5,000,000 in ordinary shares of the Imperial 
company." 


This agreement for exclusive territory is still in full effect 
and is strictly observed. 


Present Capitalization and Business of the Imverial Tobacco 
Company.--At the ti.e when the Ogden's purchase was made by the 
Imperial, in 1902, the Imperial increased its authorized capital from 
£15,000,000 to 418,000,000 namely, $6,000,000 in preference shares, 
£6,000,000, in vreferred ordinary shares, and L6,000,000 in deferred 
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ordinary shares. By no meens all tnis stock, however, was i*«sued 
at the time or has since been issued. At the beginning of 1907 the 
outstanding capital stock of the Imocrial, together with its issue of 
debentures, was as follows: 


Prererenog phares: 1 eo BO Oe oe oo WB 4,959, 249 
Preferred ‘ordinary shared . 2. 5. . . 6,260,469 
Deterred ordinary shares ce 'e. 8 OR es Bs, 370,436 
Demermuinee ty is. Gy) O. URORE SHA we POA PO Oe, ByO65 OLL 

Bye a Oe eR a eae ae 8 Bi too, £00 


It will be observed that the compromise agreement above described 
specifically reserved to the Imperial Tobacco Coupany the right to 
buy and treat leaf tobacco in the United States for the purpose of 
its business, though it was orohibited from manufacturing finished 
tobacco products in this country. The Imperial accordingly maintains 
its own leaf-buying organization in the United States, «most of itw 
raw material coming from this country. It has incorporated tunis 
organization under the najwe of the Imperial Tobacco Comoany, of 
Kentucky. It has established its own stemmeries throughout tne 
tobacco districts of Virginia, North Carolina, Kentucky, and Tennessee. 


One result of the comoromise with the British interests is that 
several well-known brands of English tobacco which were forwuerly 
made only in Great Britain are now made also in the United States to 
supply the trade here, and thus save the import duty of 55 cents per 
pound. They bear the same name as before and have the same anovear- 
ance in every respect, but in small type the packages indicate the 
fact that the product is made by the American Tobacco Co.apany in this 
country. There is of course also some English tobacco aade oy the 
Impérial in England, which is sold through the American Tobacco 
Company or its subsidiaries in the United States. 


PROFITS OF THE AMERICAN THROUGH THE BRITISH CAMPAIGN 


Aside from any advantages which the American Tobacco Co..pany 
interests secured in the second part of the agreement--that is, in 
the establishment of the British-American Tobacco Company, as de- 
scribed below--the transfer of Ogden's to the Imoerial represented a 
very considerable profit to the Aswerican. The American nad oaid for 
its interests in Ogden's (Limited) $5,347,888.87. Aside from re- 
ceiving about $1,570,000, or approximately their original cost, for 
its holdings of Ogden's debentures and preference snares, the A.werican 
Tobacco Company became a large holder of ordinary snares of the 
Imperial through the transfer of the English business of Ogden's 
to the Imperial. As already stated, b1,500,000, or nearly $7,500,000, 
was paid by the Imperial for the good will of Ogden's Limited). Lost 
of this came to the Anerican Tobacco Company as the principal stock- 
holder of Ogden's. The payment was made in tne form of 750,000 4&1 
deferred ordinary shares and 750,000 $1 vreferred ordinary shares 
of the Imperial. Of this stock, 10 per cent was issued to the 
American Tobacco Comoang direct, representing compensation to it 
for the value of its own brands which had been transferred to Ogden's 
and by it transferred to the Imperial. The remaining 675,000 shares 
of each class were apportioned among the holders of the ordinary 
shares of Ogden's (Liuited); the Anerican Tobacco Company and its 
affiliated companies, which held £335,200 out of £350,000 of such 
ordinary shares, consequently received £646,457 of each class of the 
Imperial shares for its proportion. The receivts of the American 
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Tobacco Comoany for its own brands and ousiness and for its interest 
in Ogden's thus amounted to £721,457 in preferred ordinary stock and 
in deferred ordinary stock, the total par value of 
these sheres in American money being about $7,000,000. This saiuie 
stock was carried on the books of the A.ierican Tobacco Company after 
the werger in October, 1904. At the end of 1506 it still held 
£721,457 of the deferred ordinary shares, but its holdings of the 
preferred ordinary had fallen to 43765,7681, large blocks naving been 
sold. At the tise when the American Tobacco Co.ipany held 721,457 


shares each of both the deferred and the preferred ordinary stock of 
the Imperial its oroportion of the tote2l issue of sucn snares was 135.7 
per cent, and its voroportion of the entire share capitalization about 
8 per cent. By December 31, 1906, this proportion had fallen to 

about 6 per cent. 


The Imperial Tobacco Comoany has vroved very successful, and 


‘consequently the ordinrry shares received by the Anerican Tobacco 


Co:many in exchange for tne good will of Ogden's have brought a good 
return. The total profits of tne Imperial were approximately £1,100, 
000 in 1902, £1,260,000 in 1903, &1,450,000 in 1904, L£1,700,000 in 
1905, and £1,790,000 in 1906. The deferred ordinary shares, which 
correspond to common stock, received a dividend of 4 per cent in 

1903, 6 per cent in 1904, 8 per cent in 1905, and 10 per cent in 

1906. It would appear, therefore, that the securities of the Imperial 
obtained by the American must be considered to have been worth fully 
their var value. 


Tae above computation snows over $8,500,000 received by the 
American .Tobacco Company in oayment on its interest in Ogden's 
(Limited). While this is about $3,000,000 in excess of the amount 
the Auerican paid for Ogden's, it also anparently received snares 
of the Britisn-American for the good will of the export business of 
Ogden's. As the accounts of the Awerican Tobacco Company combine 
these shares with those received for its own export business, the 
exact amount of either payment has not been ascertained. 


. Although this transaction was financially orofitable to the 
American Tobacco Co.ipany interests, there is little doubt that tneir 
Cainpaign in Great Britain fell short in results of what had been 
anticipated. The American Tobacco men had apparently asoired to 
substantial domination in the British market. The actual result was 
the formation of a powerful combination in Great Britain in which 
tne American interests held only a small proportion of the stock. 


The agreement, on the other hand, whereby the control of the 
foreign business of the Imperial and American was combined under 
the British-American was exceedingly vrofitable to the American 
Tobacco Comoany. In the four years of complete operation of that con- 
cern (1904-1907, inclusive), the Aserican received more than $7,000,000 
in dividends, while the foreign trade, including investments, in the 
oreceding four years yielded less than $2,000,000. 


HISTORY OF THE BRITISH-AMERICAN TOBACCO COMPANY 


As already stated, the second agreement of September 37, 1902, 
,etween the Imverial Tobacco Coxipany and the American Tobacco Company 
nterests orovided for the organization of a tobacco corporation to 
.© business outside of those territories svecifically reserved to the 
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Imperial Tooacco Cowoany and to the Auwerican Tobacco Comvany and 
its associated concerns, respectively; that is to say, practically 
outside of the United Kingdom and of the United States and its non- 
contiguous territories. This new.corporation was known as the British- 


American Tobacco Company (Limited). 


The agreement providing for tne establishment of this coiupany 
was signed by the Imperial Tobacco Company, Ogden's (Limited), the 
American Tobacco Comoany, Continentel Tobacco Company, Anerican 
Cigar Company, Consolidated Tobacco Cowoany, and "Williamson White- 
head Fuller and James Inskiv, on behalf of a coiioany intended to be 
formed under the companies! acts, 1862 to 1900, with the name of 
'British-American Tobacco Co.apany (Limited) .!" 


The British-American Company was to buy the export business of 
the other signatories "and the good will appertaining thereto, to 
include formulae and recipes of preparation, treatment, and manu- 
facture, as well as license to use patent rights, trade-marks, brands, 
licenses, and other exclusive rights and privileges, for tae pur- 
o0ses of such export business, and shall also include all stock 
or shares in comoanies incorporated in countries foreign to the United 
Kingdom and the United States, .. . including all shares of the 
American Company in Georg A. Jasmatzi Company @f Dresden), and all 
shares of the Imperial Company in W. D. & H. W. Wills (Australia) 
(Limited)." The words "United Kingdom" were defined to mean, for 
the nurposes of the agreement, Great Britain and Ireland and the Isle 
of Man, and the words "United States" to mean "The United States of 
America as now constituted, Cuba, Porto Rico, the Hawaiian Islands, 
and the Philippine Islands." The words "exvort business" were de- 
fined to wean: 


The manufacture of and dealing in tobac:o and its products in 
any country or place outside the United Kingdom and the United 
States, and the manufacture of and dealing in tobacco and its »roducts 
within the United Kingdom for export to any other country except the 
United States, and the manufacture of and dealing in tobacco and 
its oroducts in the United States (except in.Cuba, Porto Rico, the 
Hawaiian Islands, and the Philippine Islands), for tne purpose of 
export to any other country except the United Kingdom, and the manu- 
facture and selling in the United Kingdom and the United States, 
respectively, of tobacco to be supplied to ships in vort for the pur- 
poses of ships! stores. 


For the whole export business, rights, and shares in other 


companies, to be thus acquired, the British-American company was 
to issue 46,820,000 in its ordinary shares. One third of this, or 


£940,000, was to go to the Imperial company, and two thirds, or 
1,880,000, to "the Ogden company, the Auerican comoany, the 
Continental company, the Cigar comoany, and the Consolidated company, 
or some of them, in such proportions as they shall mutually agree." 
In addition to the shares thus issued, the Imperial cowpany was to 
take a further amount of £300,000, and the American companies a further 
amount of £600,000, in the ordinary stock of the British-Awerican, 
which taey were to pay for in cash. The 42,820,000 stock issued for 
the "export business" was given for good will and other intangible 
assets; it did not include the export factories nor stock in trade. 
These were to be separately paid for in cash (out of the proceeds 

of the cash stock subscription), the factories and equipment at the 
values at waich they stook on the books of the vendors and the 

stock in trade and .wiaterials at cost. 
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The British-American company agreed not to engage in "the busi- 
ness of a tobacco manufacturer, or in any dealing in tobacco or its 
products, except in the manner and within the limits contemplated and 
authorized by this agreement," and each of the other comoanies agreed 
not to engage in export business, as defined in the agreenent, except 
as it might be interested as a member of the British-American company 
or of a company foraed with its concurrence, and also except so far 
as the American companies might be interested as meubers of companies 
or firms engaged in exporting cigars and cigarettes from Cuba, Porto 
Rico, the Hawaiian Islands, and the Philipvine Islands. 


In pursuance of this agreement the British—-A.jerican Tobacco 
Company was incorporated under the laws of Great Britain. Its authsr- 
ized capital is £6,000,000, £1,500,000 in 5 per cent cumulative pre- 
ference shares and L4,500,000 in ordinary shares. Only ordinary 
shares were at first issued.. The amount issued in pursuance of the “ci 
terms of the agreement, as above set fortn, was £3,7320,0281, waich 
was svill the amount of ordinary shares outstanding at tne end of 1906. 
Of this, as provided by the agreement, two thirds went to the Ameri- 
can Tobacco Co.upany and its affiliated ooncerns and the remainder 
to the Imperial Tobacco Co.ioany. At the time of the consolidation of 
the Anerican Continental, and Consolidated cozpanies, in 1904, the 
entire amount of ordinary shares of the British-American which had: 
been acquired by them, 42,480,012 ($12,052,858.32), was transferred to 
the . reorganizedjAmerican Tobacco Company. In 1906 the Ajwerican 
Tobacco CGosioany sold 105,333 shares of tais stock, its holdings at 
the end of that year amounting to 42,447,995 ($11,897,255.29). 


Some time after tne issue of the ordinary snares tne entire 
authorized amount of preference shares, $1,500,000, was issued by 
the British-A-serican comoany, precisely two tnirds being subscribed 
by the American Tobacco Company interests and the remainder by the 
Imperial. The same 1,000,000 shares of preference stock obtained at 
this tise are still held by the American Tobacco Comoany, the var value 
in Anerican currency being $4,860,000. These preference snares were 
paid for in cash and the wroceeds used for developing the ousiness 
of the Britisn-American. 


The total issued capital of the British-American at tne end of 
1906 was, therefore, 65,220,021 ($25,369,302.06), of which nearly 
two thirds was held by the Anerican Tobacco Company. 


Tne British-American Tobacco Comoany has very considerably 
extended the already large export business which was turned over to 
it by tne Awericen and Imperial coupanies. It manufactures large 
anounts of tobacco in the United States for export, and it also tanu- 
factures some in foreign countries. To a very large extent it acts 
as a wholesale distributor of its own products and, to some extent, 
of products purchased from other concerns, oarticularly from the Im- 
perial and from the Auwerican Tobacco Cowtoany and its subsidiary con- 
cerns. Tne business of the British-American Tobacco OCouoany is in 
part carried on in its own name and in part oy means of subsidiary 
comoanies. Aside from the subsidiary comoanies in several foreign 
countries, whose stocks were turned over to the Britisn-Aserican by 
the Auerican and Imoerial interests, it has acquired stocks in a 
large number of other concerns, both in the United States and foreign 
countries. 
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PRICES, COSTS, AND PROFITS 


The orincipal facts shown in this report are groused below under 
three hends according as trey relate to the combination, to tne 
successor companies, or to other companies. 


COMBINATION 


The combination originated in 1¢90 with tue formation of the 
American Tobacco Company, which, through the exvansion of its business 
ond the affiliation of numerous other concerns, acquired a dominating 
position in the tobacco industry. This combination was dissolved by 
judicial decree in 1911. 


The salient voints brought out in this part of the reoort relativ 
to the business of the combination, so far as it was engaged in the 
manufacture and sale of tobacco in the United States, are as follows: 

(1) That the cosbination from 1902 to 1910 had a imonopolistic 
position in each of tac chief branches of the tobacco business, ex- 
cept in cigars, the minimum vroportion of the annual output in the 
Several branches ranging fro. two thirds to over five sixths of the 
total output of the country, while in cigars the maximum proportion 
in any vear was only one sixth of the total. 


The combination's vropo.tions of the annual output, by brancnes, 
from 1902 to 1910 were: 


Year Plug Smoking Fine Cut Snuff Cigarettes Little Cigars 
Cigars 

1902 thee 66.3 oer 85.9 84.6 TL so 14.3 
1903 76.9 OfeL 77.6 89.4 83.9 67.9 16.4 
1904 78.8 69.2 80.4 90.6 OTs 79.0 13.9 
1905 80.7 68.7 Blar 93.8 84.7 78.3 13.3 
1906 81.8 Yue 80.9 96.0 82.5 81.3 1447 
1907 80.5 723.4 81,4 95.47 S1s7 90.8 14.5 
1908 81.9 1Oe® 79.2 95:7 81.8 88.7 13.0 
1909 83.3 75 05 80.1 96.1 83.6 89.0 1361 
1910 84.9 76.8 79.7 S675 86.1 91.4 14.4 


cf 


(2) That for the cowmbination high rates of orofit have followed 
monopolistic control, tue greater the degree of control the greater 
the rate. 


Thus, in the plug branch from 1893 to 1598 the combination lost 
an average of 3 cents per pound of olug tobacco sold. Its output 
during tnais period was less than 25 ver cent of the total output of 
the United States. By 1900, however, it had secured 62 per cent of 
the output and in this year its orofit was 3.8 cents ver pound, and 
by 1305 it had secured control of over 80 oer cent of the country's 
outout and its profit was nearly 8 cents per pound. 


In the smoking branch the combination's control from 1893 to 
1898 was less than 25 per cent of the total output of the United 
States, and its profits averaged about 4 cents per pound. From 1902 
to 1910 wnen the control of the combination was from 65 to 76 per cent 
its orofits were approximately 7 cents per pound. 
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In the fine-cut branch from 1899 to*12O1l the comoination's 
control of the tot 7l output was less than 50 per cent. In two of these 
years it sold its fine-cut product at a loss. On the otner hand, from 
1902 to 1910 its control was nearly 80 ver cent and its orofit ver 
pound ranged from 3.9 cents to 7.5 cents. 


In the snuff branch the combination had dractically a complete 
control after 1903, and in no other branch were the profits as large 
or the variations from year to vear as small. 


In the cigarette branch the combination had practically a com- 
plete control from the organization of the Auerican Tobacco Co. in 
1890. In this branch the rates of vrofit were also high, varticularly 
during the carlier years of the coubination's existence. The gradual 
decrease in the profits in the cigarette branca, without any warked 
decline in its proportion of the tot.l output, was due in ovart to the 
fact that it was necessary in order to hold its position to saift 
during the latter part of the pneriod to newer brands which, on account 
of the exvense of exploitation, afforded a lower rate of return. 


In the cigar branch the coubination never acquired any large 
proportion of the business, snd the comvarative unorofitabdleness of 
tais branch stands in sharp contrast witn the orofitableness of the 
manufactured tobacco, snuff, and cigarette brancnes in waica it had 
a hign degree of control. 


It is evident, therefore, that the nigh rates of orofit snown 
for the combination in those brancaes in which it had a high degree 
of control weve in great weasure due to monopolistic power. 

(3) That for wost types of uanufactured tobacco the combination's 
rates of profit were ordinarily .iore tnan double those of its com- 
petitors, though for a few tvpes it had no advantage. 


* % * * * oe * * 


(4) That selling costs were materially reduced as the volume 
of tae combination's business increased. 

(5) That generally there were waterial decreases in advertising 
expenditures of the combination after a controlling proportion of the 
total production had been secured. 

6) That there was a large advance in the cost of leaf tobacco 
for the combination from 1901 to 1910. 

(7). That curing 1901 and 1902 the internal-revenue tax was 
reduced 6 cents per pound on manufactured tobacco, 42 cents per 
thousand on cigarettes, and 46 cents per thousand on little cigars, 
out tne combination made practically no change in the vrices to the 
jobber, while the vrices to the consumer also remained unchanged, 
so that the combination orofited by substantially the whole extent 
of the tax reduction, though it was presumably intended for the 
penefit of the consumer: * 


When the rate of internal-revenue tax on tobacco products is 
increased, one wethod of: adjustment is to reduce the sizes of the 
package in which tobacco ‘is permitted to be packed. Tunis is for the 
purpose of enavling the manufacturer to change the sizes of the 
packages sold at customary retail orices, and in this way to shift 

the tax increase to the consumer. Thus, in 1898 when the tax on 
manufactured tobacco was increased from 6 cents to 12 cents ver 

pound, the statutory sizes of package in which most of the tobacco was 
packed, namely, 2 ounces, 3 ounces, and 4 ounces, were abolished, and 
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1-2/3 ounce, 2% ounce, and 3-1/3 ounce sizes substituted. 


In 1901, when the tax was reduced 2.4 cents ner pound, the d 
statutory packages of 32 ounces, 3 ounces, and 4 ounces,waich had been 
in vogue prior to 1898, were again oermitted to be used, but the tax 
reduction at this tiue was not sufficient to enable the coubination 
to supply these larger sizes (if the dealers sold at the customary 
prices and on their usual margins of orofit) without greatly reduc- 
ing its own profits. The wholesale and retail prices were not changed, 
therefore, and the cowdination got the advantage frou this reduction 
in tax. In 1902 the tax was again reduced 3.5 cents per pound, but 
there was no change in the statutory sizes. The vackages of 1-2/3 
ounces, $ ounces, and 3-1/3 ounces in which the oulk of the tobacco 
was tien packed were not abolished, but the couwoination instead of 
returning to the old larger size& and thus reducing its orices »er 
pound, which this second tsx reduction would nave sade feasi ble, 
continued to supply these smaller sizes at tne »rices already current. 
It profited, therefore, by substantially the whole extent of doth 
tax reductions, though Congress »oresuiably intended the reductions for 
the benefit of tne consu..er. Siwsilar conditions existed with respect 
to the tex reductions on cigarettes and little cigars. 


(8) That in 1910 when the internal-rovenue tax on manufactured 
tobacco wes increased from 6 cents to 8 conts per pound, on Cigarettes 
from $1.08 to $1.25 per thousand, and on little cigars fron $0.54 to 
$0.75 per thousand, the srices of certain products of the combination 
were increased as much as the tax ooth to the joboer and the consumer, 
S0 that tne burden was shifted to tue consumer; while for other pro- 
ducts the orices to jobbers and consumers were not increasod, so that 

he burden rested on the combination. 


In general, vrices were increased doth to t.e jobber and to the 
consumer on brands of smoking and fine-cut tobaccos, but no changes 
were made in prices to tce consumer on vlug, snuff, cigarettes, or litie 
cigars, and only small increases were aade in prices to the joboer. 


The increase in the tax rate ver pound was generally a small 
part of the profit on the .iore successful brands, and was taerefore 
generally borne by the manufacturers. If they had reduced the 
Quantities in their reteil vackages for all sizes, they would uave 
generally more than doubled their vrofits, and apparently triev did 
not regard this as advisable. For smoking and fine cut, in some 
cases, they reduced tne quantity in a package sold at a customary 
retail price, and in other cases made no change, and thus increased 
their orofits on some sizes and decreased thea on otners. Taking all 
kinds of tobacco vroducts togetuer, however, the tax increase in 1910 
was largely borne by the coiwbination. 

(9) That there were vractically no changes in prices to the con- 
sumer for the combination's principal brands of manufactured tobacco, 
Cigarettes, end little cigars from 1901 to July, 1910. 


(10) That, while there were practically no changes in »orices 
to the consumer from 1901 to July, 1910, for the combination's 
principal prands, trere were substantial increases in srices to 
joboers, thus reducing the wargins between these prices. 


(11) That the most vrofitable years of tne co.idination's 
existence were from 1503 to 1908--the period of low tax, .oderate leaf 
costs, decreased advertising expenditures, and highly sonopolistic 
control. 
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(12) That the combination for various typcs or classes of 
tobacco oroducts developed one or two predominating brands, a policy 
which tended to pro.iote concentration and economy in manufacture and 
afforded a greater protection against competition than a multiplicity 
of brands, but which at the time of dissolution presented difficulties 
in dividing the business. 


Successor Companies 


By the term "successor companies" is meant the seven companies 
that succeeded, under the decree of dissolution, to the domestic 
tobacco wanufacturing business for.serly conducted by the combination. 
The companies are as follows: The Awerican Tobacco Co., the Liggett 
& Myers Tobacco Co., the P. Lorillard Co., the R. J. Reynolds Tobacco 
Co., the Ancrican Snuff Co, the Weyman-Bruton Co., and the George W. 
Helme Co. Certsin other companics were established by the decree 
which succeeded to other parts of the business of the cowoination not 
discussed in this report, nawely, the foreign business, the domestic 
retail business, and tne uanufacture of accessory products. 


The decree of dissolution allowed 2 oro rata distribution of 
the snares of the successor co.iopnies among the former shareholders 
of the combination and extended voting rignts to the holders of the 
preferred stock. Tis extension of voting rights reduced the pro- 
portion of voting stock held bv the orincipal holders thereof, nenely, 
the 29 individual defendants in the dissolution suit, from about 56 
per cent in the combinstion to about 35 per cent, on the average, in 
the successor companies. 


The salient points brought out by this part of the report rela- 
tive to the business of the successor cowoanies, covering tae two- 
year.period following the dissolution of the combination (1912 and 
1913), are as follows: 


(13) That the several successor co.toanies establisned in accord- 
ance wits tne plan of dissolution were such larger producers of 
tobacco vroducts than any of the other companies. 


(14) That a comparison of the successor companies! co.bined 
proportion of tne total output of the country in the various branches 
of tae tobacco business in 1913 with those of the combination in 1910 ‘ 
shows that the combined proportion of the successor coimpanies was 
less in smoking and in fine cut; wore in cigarettes and in snuff, and 
about the same in plug and little cigars. 

(15) That in most branches there was a wore equal distribution 
of business among the successor companies in 1912 and 1913 than there 
was directly after the dissolution. 


(16) That, although there were no important changes in orices, 
the results for certain branches, particularly smoking and cigarettes, 
tend to show competition for business in 1912 and 1913 and an effort 
on tae part of the several successor companies to fill in gaps in 
tyoes of tieir business in which they were weak, though for certain 
other branches, particularly snuff, such competition has not been hyp 
apoarent. 

(17) That in the snuff branch each of the turee successor co woan- 
ies has oractically a monopoly in its respective type and to a large: 
extent a distinct sales territory; that tne branch is characterized 
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by unusually high orofits and swall advertisins and selling cosus. 


(18) That the cost of leaf tobacco used bv the successor com- 
panies in 1913 and 1913 in the vlug, fine-cut, 2nd cigarette brancnes 
was less, while in the smoking, snuff, ana little-cigar branches it 
was nore, tuan the cost of tuat used by the combination in 1909 and 
A9LO. 


(19) That the factory costs, otner than leaf, of toe successor 
companies in 1912 and 1913 and of the combination in 1309 and 1910 
were not waterially different. | 

(20) That alwost invariably marked increases or decréases in 
the volume of particular brands decidedly reduced or increased, re- 
svectively, factory costs other taan leaf. 

(21) That inereases in selling cost after tae dissolution were 
general, resulting from the duplication of selling organization and 
increased overhead expense, due to tae division of the business. 


(22) That tuere was a sarked increase in the advertising e 
penditure of tne successor comosnies as compared witno that of th 
combination. 


(23) That the aggregate awount of orofit of the successor com- 
panies in 1913 was slightly less than that of the combination in 
1910 in svite of a larger volume of sales. 

(24) That thetatios of profit to net receipts less tax for the 
Successor companies in 1913 were , in general, comparatively low in 
those brancnes or tyses in which coapetition for business was saost 
pronounced, €.g., plug-cut smoking and domestic and blended cigarettes, 
and very high in those in which comoetition was slignt, e.g., snuff. 


(25) That on the book value of the total investment the earnings 
of tne successor comoanies averaged 123.1 per cent in 1912 and 11.3 
per cent in 1913, while the »rofit accruing to the holders of the 
common stock in respect to their interest was at a mucn nigher rate. 


(26) That on the total cost of investment, assuaing that the 
cost of investment of the successor companies at the date of dis- 
solution was the same as that of the comodination in tne corresponding 
branches of the business, the earnings of the successor comoanies 
averaged 14.6 in 1913. Tae earnings of the couabination for the corres— 
mee business in 1908 were 17.9 per cent and in 1910 about 17 per 
cent. 


Mi’ (327) That there have been no waterial caanges in prices to the 
joooers since the dissolution of the combination. 

(28) Teas for all orincipal brands of the successor co.uwpnnies 
there have been practically no changes in prices to the consumer since 
the dissolution of the combination. 


(29) That the high profits taken in conjunction with the vractical. 
ly unchanged wholesale and retail prices of tobacco indicate taat there 
has been out little codioctition in price, but this is explained in 
large part by the customary retail prices and other peculiar orice- 
making conditions of tne tobacco trade, including statutory orovisions, 
which make it impracticable in most cases to increase the quantity 
sold at the customary price. | 
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(30) That for tne »-rincipal brands of »lug tobacco, the .uanufac-. 
turer's cost in 1913 was avproxi.ately 50 per cent of the consumer's 
orice, the internal-revenue tax 15.ver cent, the uanufacturer's 
profit 10 per cent, and the joboer's and retailer's margin 25 ver 
cent; that for the »rincipal smoking and cigarette brands tne ..anu- 
facturer's cost in 1913 was approximately 45 per cent of the consumer's 
price, the internal-revenue tax 20 “percent, the manufacturer's vrofits 
10 per cent, and the jobwver's and retailer's margin ao per cent; 
and that for a number of the snuff brands the jianufacturer's cost in 
1913 was aporoximately 35 per cent of the consumer's orice, tne 
internal-revenue tax 15 per cent, the manufacturer's profit a0 ver 
cent, and the joboer's and retailer's margin 50 per cent. 


OTHER COMPANIES 


It was iwpracticable to obtain price, cost, and profit data 
from all comoanies, other tnan the coubinati.n and successor companies. 
However, data were secured from 64 of the otner princivoal concerns 
manufacturing plug and smoking tobaccos, cigarettes, and cigars. 


In respect to production, nowever, the total outout or tne 
country is available frou tne records of the Bureau of Internal 
Revenue, and these figures are used below in comvuting the oercentages 
of the aggregate production of all otner companies than the co.ibina- 
tion and successor co:wzoanies. 


In 1913 the plug output of the comoanies, other than the 
successor companies, covered by the investiation reoresented 65 per 
cent of the total production of all such other companies, tne smok— 
ing output 78 per cent, and the cigarette output 50 per cent. 


The salient points brougit out by tis part of the report 
relative to the business of comoanies other than the combination and 
successor coiimanies, before and since tae dissolution of the coubina— 
tion, are as follows: 

(31) That for companies other than the combination and successor 
companies there were marked decreases in the proportions of their 
collective output in the plug, smoking,snuff, cigarette, and little- 
cigar brancnes, from 1905 to 1913. 


(32) That compared with both the combination and successor 
companies the wanufacturing costs of tue other companies covered by 
the investigation were extremely high in oractically all branches. 

(33) That compared with either the combination or the successor 
companies the selling costs per unit of product of other companies 
investigated were extremely nigh in all branches. ; 

(34) That the larger sargins above manufacturing and selling 
costs of the comibination and successor companies enabled then in 
most branches to spend from treree to five times as much per unit of 
product for advertising or cosvetitive ourposes as the other 
companies investigated and at the same time to obtain practically 
the same or even greater rates of vrofit. 

(35) That compared with the combination and successor companies 
the other companies investigated .zaade an exceedingly poor sowing 
of profits and that there was a marked decrease in profits of these 
companies in navy vlug and Turkish cigarettes since the dissolution 
of the combination. | 
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(36) That asong comoanies investignted other than the Coubina- 
tion and successor cow l:anies the overations of the larger ones were, 
as a rule, the uost orofitabdle; and, in the uanufactured tooacco 
business, those doing a genercl tobacco wonufacturing business usual- 
ly were wore vrosverous than tnose manufrcturing exclusively one class 
of oroduct. The operations of certrzin sa-ll comp2nies, iowever, havine 
esoeciallyv popular brands wer. also orofiteble. 


(37) That the companies other thon the combination and successor 
comoanics wnicn were the wos. successful in increasing taeir output 
were the ones tnat adonvted the csunon advertising system, i.e., the 
method of giving couoons, which are redeesmadle in sither cash or 
articles of wcrchandise, as an inducement for trade. 

(38) That the indevendent co.panies, like the combination, did 
not generally reduce prices in 1901 and 12032, during which tise 
the revenue tax was materially reduced. : 

(39) That tae indepcndent couwornies, like the coubinavion, 
generally iner_ased orices on smoking tobacco in 1010 to weet the 
increase in t2x rate, and that tie increase in price in sost cases 
excceded the increase in tax, but, like the combination, they did 
not increase prices on olug, cigarettes, or cigars. 
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